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05-31-2007 . 04:15PM  FROM-GREENFIELD ' *ND DEVELOPUENT 4808023387 T-588  P.001/005  F-551
A;’::\\\ ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY
& & o
[ .
| & Sewage Treatment Facility
\\""-"' @/7 CAPACITY ASSURANCE

-

J:\shared\WEDR\APPLICATIONS-CollectionSystems\Netice Of Tment To Discharge -<CAPACITY ASSURANCE for Sewuge “Irenment Facility »- 1% b

Instructions: The owner or operator of the downstream sewage treatment facility must complete and submil this Capacity Assurance
Form to comply with Arizona Administrative Code (AAC) R18-9-E301(C)(1).

1. Sewage Treatment Facility: 2. Owner/Qperator for Facility Operation:
Name: Flagstaff Meadows Wastewater Treatment Plant | Name:  Lonnie McCleve

APP {Aquifer Protection Permit) Number: P_104083 Posttion: _Waste Water Treatment Plant Qwner

AZPDES Permit Number; __AZ0024708 Firm Name; _Utility Source
ADEQ Site Code; _ 32797 Address: ___ 721 San Pedro
Address: East 185 off Interstate 40 - Gilbert, AZ 85234

Bellemont, AZ 86015

Telephone No(480) 888-2541  Fay No, (480) 988-2641

Telephone No.(‘wo)ﬁ -Z*é"? St é'ax No. (480) §72-335 ;T

3. Facllity Capacity: 4. Proposed Subdivision or other project:
Current 208 Plan* Approved Cepecity: _~ / S0 (MGD) | Name: __ Flagstaff Meadows, Unit 3, PH |
Constructed Capacity: . O 13750 (MGD) Design Flow: 0.03

0150 D)
APP Approved Capacity: ' (MGD), o .

= Provide list of all previously approved subdivisions. commercial

AZPDES Discharge Limit: 0,152 {MGD)| and industrial cuslomers and associated design flows.
Operational Flow.___. O FT/55 (MGD)| Total Design Flow Connected to Facility: 003 (MGD)

*Areawida Wastewater Management Plari, per Section 208 of the
Clean Water Act {(State only capacity indi in current

approved plan on file with the Designated Management Agency)

Capacity is expressed in million galions per day (MGD) based on the manthly average capacily of the facility. Operational Flow is
expressed in MGD based on the maximum monthly average flow for the last 12 months. Design Flow is hased on the design flow for
the proposed subdivision as submitted in accordance with AAC R18-8-E301. )

8. Faclility Plan and Schedule to Construct Additional Capachy: (Frovide detail if total design fiow connected to facility is
greater than APP approved capagity)

6. Capaclty Assurance: To be completed by owner/operator identified in tem “2" above,
L

L, ! , &ffirm that the additional volume of sewage delivared 1o the facllity by
the sewer coliaction system serving the prop subdivision will nat cause any flow ot effiuent quality limits of the facility's
individual permit to be exceeded. | am aware that thers are significant penalties for submitting false information including
permit revosatith as welLaathe possibility of fine and imprisonment for knowing viglations.

,zf'z-aéé 200>

1110 West Washington Street, 5415B-3 Phocnix, Arizona 85007 (602)771-9677 1(800)234-5677 Ext. 771-4677
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L GENERAL INFORMATION AND POSITIONS

Q.  Please state your name and your role in this matter.

A. Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). I oversee
the Company. Typically, the day to day operations are handled by the Company’s office
manager and system manager, but they keep me informed regarding significant issues.
The Company’s other owner, Gary Bulechek, will sometimes oversee certain projects and
he will keep me informed as to those undertakings as well. I have held this position since
the Company was granted a CC&N in 2005. T have also developed several properties
over time, including Flagstaff Meadows, which is served by the Company.

Q.  What is the purpose of your testimony?

A. I am commenting on the non-financial issues raised by Staff and the interveners. 1
will focus on those issues where the Company has a contrary view to those expressed by
Staff or an intervener.

II. RESPONSE TO CERTAIN STAFF POSITIONS

Q. Staff’s engineer recommended that the Company finish constructing the
block wall around Well 2 and install a functioning gate. Does the Company agree
with this recommendation?

A. The Company understands that it has to have site control of the well and needs to
have a fence, wall, or some type of enclosure to keep people away from the well. The
Company understands this requirement and agrees to finish the work. However, based on
our experience, we know the county may have specific requirements as to what type of
structure is built and where it is located. All we ask is that the recommendation be

worded so we are required to build a structure that complies with the enclosure rule, but
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leave some flexibility to enable the Company to build a cost-effective structure.

Q.  Staff’s engineer recommended that the Company adopt five BMPs selected by
Staff. Does the Company agree with this recommendation?

A. No. The Company understands that the Commission no longer routinely requires
BMPs. Our understanding is that BMPs are usually adopted when water loss is high.
Here, the Company’s water loss is around 5%, which is very good for a small water
company. So there is no need for BMPs. Further, if BMPs are required, then the
Company should be able to select which ones are most appropriate rather than Staff
dictating those to apply.

Q. Regarding Deep Well 4, Staff recommends that the Company be required to

get Commission approval to sell Deep Well 4. Does the Company agree with this
recommendation?

A. The Company has no intention of selling Deep Well 4, so this is not an issue.

Q. Staff also recommends that the Company cannot require a developer to pay
for construction of a new well. Does the Company agree with this recommendation?

A. No. Neither the Company nor Staff knows what a developer may plan. A
developer may want to construct a planned community where the demand is beyond the
current capacity of the Company system. In such a case, it might be prudent to have the
developer pay for another well.

Q. Staff’s engineer recommends that the Company repair the wastewater

treatment plant mixed media filter. Does the Company agree with this
recommendation?

A. The Company accepts this recommendation, provided the costs are reasonable,
which should be less than $10,000. To be clear, the plant meets the effluent standards for

producing irrigation water without this equipment being operational.
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Q.  Discuss Staff’s testimony regarding the standpipe that the Company has
built.

A. My partner, Gary Bulechek, was the point person on this project. The Company
was selling bulk water from a fire hydrant, primarily to contractors and commercial users.
Coconino County staff approached the Company and said it would no longer allow the
Company to operate in this manner and would need to build a loading station. Put
another way, the Company built the new load station to comply with the County rules and
staff comments.

During this time, the Company was making approximately $3,500 a year from
bulk water sales through the hydrant. The Company had no intention of making this an
expensive building project. But by the time we hired an engineer, followed his advice,
and then had to make multiple improvements demanded by the County, we had spent
around $50,000 and the project was still not complete. Gary and I decided it made
economic sense to finish the project so that the costs expended could be recovered over
time.

As far as revenues, the Company believes it will generate moré revenue than the
$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s
guess. Staff seems to assert that the Company will sell 200,000 gallons every month,
which is very improbable especially during the winter. The 200,000-gallon estimate is
the maximum that could be served, not a projection of what will be served. Put another
way, it is a peak demand estimate that might occur some year; not a monthly estimate

that will occur every year.
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Q. Staff recommends the Company file a new rate case with a 2015 test year
based upon its belief that the standpipe operation could generate $52,000 a year. Do
you agree with Staff’s recommendation?

A. No. First, this rate case will still be ongoing in 2015 and we will not have had
time to recover our rate case expense by the time we have to file another case. The new
rates will not be in effect for a year by the time we have another test year. Adding the
cost of another rate case so soon would be a tremendous burden on the customers. If
Staff is concerned about the Company over-earning, then it might be prudent to state that
the Company needs to file another rate case if Company revenues exceed the revenue
requirement by 10%. But to require a new rate case when we do not know the impact of
the fill station seems to build additional cost without a factual basis. My understanding is
the Commission usually requires a small water company to file for a rate case once every
five years, and we are fine with that approach.

III. FIRE PROTECTION PLANT ISSUES

Q. The interveners raised concerns regarding fire protection plant inclusion in
rate base and reliability. Please comment on those issues.

A. The Company has 34 fire hydrants. My understanding is that fire hydrants are
properly included in rate base. The reliability issues have been resolved. This was
confirmed by the local fire chief, who noted that he understood that adequate repairs have
been made. See Mark Sachara email dated July 29, 2014 (enclosed in filing by Terry
Fallon). In 2011, an electrical issue arose and was repaired in a reasonable time.
Between 2012 and 2013, there were mechanical issues that required repeated repair. A

bolt repeatedly broke, even after upgrading the quality of the bolt twice. After the fourth
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bolt, which was custom made with dense material, broke the Company had a machinist
mill a retention system and that has solved the issue to date. Please note that the dates
provided herein are more accurate than what was previously provided in the response to
Nielsen’s data request 1.6.

IV.  RESPONSE TO NIELSEN ISSUES

Q. Intervenor Nielsen argues that Utility Source is not in compliance with
Commission Decision 67446. Do you agree?

A.  No. Decision 72261 acknowledged that Staff concluded the Company complied
with Decision 67446, ADWR, and ADEQ. The Commission adopted Staff’s
recommendation and found that the Company was in compliance and the performance
bond held to ensure performance was released.

Nielson’s primary concern is the ownership of land. Right after Decision 72261
was issued, the Company instructed its attorney and engineer to transfer real property
rights at issue to the Company. To secure compliance, the Company filed two deeds and
two easements transferring rights to the Company. The Company trusted its consultants
to perform the task properly. If there are any discrepancies that were not previously
resolved and that exist today, the Company will rectify them. The Company and its
owners fully intend to have the Company own the production wells that concern Nielson.

One issue that needs to be addressed is the registration of the wells in the ADWR
data base. The Company is aware that several of its wells are still registered under other

entities and the Company will rectify this issue as soon as practical.
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Q. Intervener Nielsen argues Deep Well 4 should not be in rate base for various
reasons. Please comment on his position.

A. The Company has not requested Deep Well 4 be included in rate base. While Mr.
Bulechek is in charge of this project, my understanding is that new source testing was
performed on this well around 2005-06 and the water quality is good. This well is
currently offline, but it is our intention to begin using it in the near future. The Company
is going to file all finalization documents soon because the intent is to start using this well,
as a production well for the system.

Q. Intervener Nielson seems to criticize comments you allegedly made

concerning water rates and the development of Flagstaff Meadows Unit III and the
proposed Loves Travel Center. Please comment.

A. I am familiar with the expenses necessary to run these utilities. On several
occasions, I have stated publicly that unless the community grows with new customers,
utility rates could double. As demonstrated by our rate applications, as well as the
analysis by Staff and RUCO, my projection has proven accurate. The Company would
like more customers to help spread the cost of operating the utilities.

Q. Intervener Nielsen alleges either the Company or its ownership has withheld

information and documents relating to the period when the utilities were operated
by the property owners’ association. Please comment.

A.  The allegation is false. We turned over the records to the property owners’
association years ago. The issues related to the property owners’ association operating
the utilities and the rate base has already been addressed by the Commission.

Q. Nielsen also alleges that the Company has a line extension agreement with
Empire Builders. Do you have such an agreement?

A. No. Nielsen is raising concerns about events that occurred approximately ten
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years ago. [ do not recall that we executed a line extension agreement. Our attorney who
would have addressed this issue is retired and the Empire Builders’ project went
bankrupt. We reviewed our files and did not find an extension agreement with Empire
Builders or any entity associated with the development it proposed. On September 12,
2014, the Company responded to Nielsen’s second set of data requests by stating the
Company does not have such agreements.

Q. Nielsen alleges the utilities are overbuilt. Do you agree?

A. No. 1 would like to point out that Staff’s engineer did not believe the systems are
overbuilt either. |

Q. Nielsen alleges no hydrologist was consulted when Deep Wells 1 and 2 were
constructed. Is that true?

A.  No. When siting Deep Well 3, however, the hydrologist employed different
methods, which worked better.

Q. Comment on Nielsen’s statements that the Company did not respond to his
data requests relating to peak daily flows in March of 2012.

A. The Company staff read the meter. We do not know why the flow was higher that
month.
Q. Does this conclude your rebuttal testimony?

A. Yes.
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DOCKET NO: WS-04235A-13-0331

REJOINDER TESTIMONY
OF LONNIE McCLEVE

Please state your name and your role in this matter.

Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”).

Have you filed testimony in this case previously?

Has your testimony changed significantly?
No, and I adopt my earlier testimony herein.
What is the purpose of your rejoinder testimony?

I am commenting on the non-financial issues raised by Staff and the intervenors in



http://swenealaw-rnsh.com

their surrebuttal testimony.

Q.  Please comment on the surrebuttal testimony of Staff’s engineer regarding
the enclosure around Well 2 and install a functioning gate.

A. We seem to agree that the Company should be able to construct a cost-effective
enclosure, whether that is a fence or a wall, provided it meets all of the regulatory
requirements. Knowing that permitting may be required, which often takes quite some
time for approval, the Company believes the deadline for filing proof of construction
should be at least 120 days.

Q. Does the Company agree with Staff’s recommendation regarding BMPs?

A. No. The Company maintains its position on BMPs.

Q. Regarding Deep Well 4, does the Company agree with this recommendation?

A. In surrebuttal, Staff explained that it wants the Commission to prohibit Utility
Source from selling the well at a profit and then requiring a developer to drill another
well. There is no basis for this concern. Again, the Company has no intention of selling
Deep Well 4. This well was drilled to serve Flagstaff Meadows III. The Company hopes
that development occurs and Deep Well 4 is needed to meet the increased water demand.
Q.  Does the Company agree witﬁ Staff’s position in surrebuttal regarding a

developer paying for a new well?

A. I believe so. Staff’s surrebuttal essentially states that the Company can require a
developer to pay for the construction of a new well if another well is reasonably
necessary to meet water demand. This is consistent with the Company’s position.

Q.  Does the Company agree with Staff’s position in surrebuttal regarding fire




protection and water pressure?

A.  No. Staff wants an engineering report on fire flow pressure during high water
demand events, including the demand of the standpipe. Staff bases this recommendation
on the fact that between 2011 and 2013, there were a few instances when pressure was
not sufficient for fire flow. But the mechanical repairs to the pressure pump have been
made, which was confirmed by the local fire chief. Admittedly, when a power outage
occurs, the pressure pump will not work. The Company does not think an engineering
report is necessary.

Nevertheless, if Staff would agree to increase the monthly minimum rates to cover
the cost for the engineering report, then the Company would not oppose the
recommendation. The Company does not know at this time how much such a report
would cost because it does not know what Staff wants included in the report.

Q. Discuss Staff’s testimony regarding the standpipe that the Company has
built.

A. As stated previously, my partner, Gary Bulechek, was the point person on this
project. The Company was selling bulk water from a fire hydrant primarily to contractors|
and commercial users. Coconino County staff approached the Company and said it
would no longer allow the Company to operate in this manner and would need to build a
loading station. Put another way, the Company built the new load station to comply with
the County rules.

During this time, the Company was earning approximately $3,500 a year from

bulk water sales through the hydrant. The Company had no intention of making this an




expensive building project. But by the time the Company hired an engineer, followed his
advice, and then had to make multiple improvements demanded by the County, we had
spent around $50,000 and the project was still not complete. Gary and I decided it made
economic sense to finish the project so that the costs expended could be recovered over
time. As far as revenues, the Company believes it will generate more revenue than the
$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s

guess.

Q. Please comment on Staff’s position relating to the new standpipe operations.

A.  First, Staff argues that the Company is “downplaying” the financial impact of the
standpipe operation. This is not true. However, the Company does not know how much
revenue the standpipe will generate. Further, without any support, Staff claims that all of
the revenue from the standpipe operation will flow directly to the owners. This is pure
speculation and not even contemplated. The revenues will be treated like all other
revenues and will be used to pay the expenses of running the Company.

Q.  When should the Company need to file another rate case?

A. The Company has not changed its position.

Q. In his testimony, Nielsen implied that the Company was endangering public
health by selling bulk water through a fire hydrant. Is this true?

A. No. The water being sold was drinking water, sold for construction purposes. I
understand this is a common practice throughout Arizona. However, Coconino County
requires a standpipe for such water sales.

Q. Nielsen further claims that the Company built the fill station without ACC




permission, is that true?

A. Yes, because ACC permission was not necessary.

Q.  Please comment on Nielsen’s surrebuttal testimony relating to the ownership
of the fire hydrants, wells, and other plant and records relating to the time when the
utilities were operated by the property owners’ association.

A.  Nielsen is raising issues that have been established by the Company, reviewed and
litigated by Staff, and resolved by previous Commission decisions. To be clear, the
Company owns the fire hydrants, the wells, and all of the plant included in its rate base.
Admittedly, the Company did need to update the Arizona Department of Water
Resources’ well registry to show the Company owned the wells, which it has done. See
enclosures.

As for the property owners’ association records, those documents were turned over
to the property owners’ association approximately seven years ago. Apparently, Nielsen
is attempting to establish that the property owners’ association paid for the construction
of the utilities, which is not true. In the previous rate case, the rate base for the Company
was established and any contributions were identified at that time.

Q.  Please explain what the Company intends to do with Deep Well 4.

A, Deep Well 4 was constructed to serve Flagstaff Meadows IIl. The Company
intentionally held Deep Well 4 out of rate base for the sake of its customers. The
Company intends to bring Deep Well 4 into service soon. This will help alleviate any
concerns about the Company’s ability to meet peak demands and redundancy.

Q. Please explain the Company’s office situation.
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A. When the Company was first established, the office was in my personal home.
The Company paid the electric bill in lieu of rent. This was not a desirable situation,
especially as the need for more space grew. While I still have an office in my home, we
moved most of the operations to its current office site at 20525 E. Chandler Height in
Queen Creek. This office was acquired as part of a development known as The Pecans.
Through my business holdings, I am the declarant who controls the office.

This office is situated at the entrance of The Pecans subdivisions, so there is
signage about lot sales, realtors, and other postings one would expect to see at a
community gate house. Nonetheless, the Company uses the building to conduct business.
I also use this address to receive my business mail, rather than having it come to my
home address. Moreover, as explained in responses to data requests, we do allow brokers
to use the conference room and meet potential buyers at the gate house office. The only
expense Utility Source has for the use of this office is that it continues to pay the utility
bill at my personal home, which is less than the Company would pay for renting office
space and paying its utilities.

Q. Please comment on Mary Ann Parry’s role with the Company.

A. She works full-time for the Company. Nielsen’s claim that performing the office
management for two regulated utilities can be done on a part-time basis is simply wroﬁg.
Her salary is reasonable for the work she performs.

Q.  What is your opinion regarding Nielsen’s proposed adjustments relating to
Mrs. Parry’s salary, phone service, copiers, office supplies, power bills, and auto

expense?
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4

A.  The Company’s expert Mr. Bourassa presents the Company’s position, but I
believe Neilsen’s adjustments are off-base. Nielsen is basing these adjustments on his

opinion and conjecture.

Q. Does this conclude your rejoinder testimony?

A. Yes.




Arizona Department of Water Resources .
P.0. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to
(602) 771-8527 - www.azwater.gov Change Well Ownership

Authority for fee: AR.S. § 45-113 and A.A.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELI:]
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

TOWNSHIP {N/S)|  RANGE (EW) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 NW SE SW 203 47 001H

New Well Owner

Fiil L NAME OF COMPPANY . ORGANIZATION, OR INDIVIDUAL
UTILITY SOURCE, LLC

MAILING ADDRESS

20520 £. Chandler Heights Road

CITY /STATE /2IP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of

& taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/23/2014

Reference DWR-2589
Amount $30.00
Date 10/23/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. 1t is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11)



http://www.azwater.gov
mailto:onniemccieve@me.com

Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. § 45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-5693(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELL’
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well : o SR S oG B A
TOWNSHIP (N/S)| RANGE (EW) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5 36 SW SwW SW 203 47 003A

New Well Owner - T
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD
[ CITY/STATE 2P

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND THLE

TELEPHONE NUMEER FAX
(480) 540-5656

WEIL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

O By checking this box, | hereby provide ADWR permission to enter the property for the purpose of

taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.
PREPARED BY DATE

RACHEL BARRY 10/24/2014

Reference DWR-2590
Amount $30.00
Date 10/24/2014

A Reguest to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11)
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Arizona Department of Water Resources

P O. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to

&)/ (602) 771-8527 - www.azwater.gov Change Well Ownership

Authority for fee: A.R.S. § 45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C}), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELLI
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well S L L e e TR
TOWNSHIP (N/S)| RANGE (EMW) SECTION 160ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW SW Sw 203 47 003A

New Well Owner

FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS
20520 E. CHANDLER HEIGHTS ROAD
CITY /STATE / 2IP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656
WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

.

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

D|

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.
PREPARED BY DATE

RACHEL BARRY 10/24/2014

Reference DWR-2591
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11}
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Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: AR.S. § 45-113 and AA.C. R12-15-104

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of
the well and the new owner must furnish information as required by
ADWR to keep its well registration records current and accurate.

Location of Well

Keep this for your records

|FEE $30.00 per WELL

40 ACRE

SW

160 ACRE

SW

SECTION
36

TOWNSHIP (N'S) [ RANGE (EM)

22N 5E SE

10 ACRE

BOOK MAP PARCEL

New Well Owner

FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD

CYISTATETZIP
QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER

(480) 540-5656

FAX

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By chec
taking water level measurements at this well.

king this box, | hereby provide ADWR permission to enter the property for the purpose of

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY
RACHEL BARRY

DATE
10/24/2014

Reference DWR-2595
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed
a well already in existence. This may include more accurate i

if there has been a change in the recorded information on
nformation on the location of the well, more accurate

information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained

at the Arizona Department of Water Resources office or onli

DWR 55-71A (Revised 8/11)

ne at <http//www.azwater.gov>.
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Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. §45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of LFEE $30.00 per WELI_]
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well N T T e R T e L T e BT B LT i RS
TOVWNSHIP (N/S) | RANGE (EMWY) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW SE sSw

New Well Owner } .
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS
20520 E. CHANDLER HEIGHTS ROAD
CIY 7STATE 1 ZIP

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656
WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

EE GRS
By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/24/2014
Reference DWR-2596
Amount $30.00
Date 10/24/2014

A Requesi to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <https/www.azwater.gov>,

DWR §5-71A (Revised 8/11)




‘ 5 &)\ Arizona Department of Water Resources .
Sl P.0. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to
3 e I8 (602) 771-8527 - www.azwater.gov Change Well Ownership
a "

Authority for fee: A.R.S. § 45-113 and A.A.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELLI
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well . SRR . . e
TOWNSHIP (N/S)|  RANGE (EM) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SwW SwW SE

New Well Owner R o
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL
UTILITY SOURCE, LLC

MAILING ADDRESS
20520 E CHANDLER HEIGHTS ROAD
CIVISTATETZP

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND TITLE

“FTFPIONE NOMAER FAX
{480) 540-5656
WE! L ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

R

N

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/24/2014
Reference DWR-2594
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11}
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“? Arizona Department of Water Resources .
2 %) p.O. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to
NG Change Well Ownership

(602) 771-8527 - www.azwater.gov
Authority for fee: A.R.S. § 45-113 and AA.C. R12-15-104 Keep this for your records
Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Walter Resources (ADWR) of a change in ownership of EEE $30.00 per WELI_]
the well and the new owner must furnish information as required by
ADWR to keep its well registration records current and accurate.

Location of Well . . ‘ e L R R e e e A S T
TOWNSHIP (N/S)| RANGE (EM) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW SW SE

New Well Owner -

FULL NAME OF COMPANY, ORGANIZATION OR iNDNlDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD
CITY /STATE I Z2IP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
Ionniemccleve@me.com

1‘ FIC A

By checkmg this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHELBARRY 10/24/2014
Reference DWR-2593
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. 1t is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11)
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Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: A RS. §45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Depariment of Water
Resources of Water Resources (ADWR) of a change in ownership of ,FEE $30.00 per WELL]
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well . L - C v . N
TOWNSHIP (N/S)| RANGE (EMW) SECTION 180 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW Sw SW 203 47 003A

New Well Owner :
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILTIY SOURCE, LLC

MAILING ADDRESS
20520 E. CHANDLER HEIGHTS ROAD
CHY/STATE/ ZIP

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PRCPARCLC BY DATE

RACHEL BARRY 10/24/2014
Reference DWR-2592
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
# well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. ‘Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>,

DWR 55-71A (Revised 8/11}
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Steve Wene, No. 019630

MOYES SELLERS & HENDRICKS LTD.
1850 N. Central Avenue, Suite 1100
Phoenix, Arizona 85004

(602)-604-2189

swene@law-msh.com

Attorneys for Utility Source, L.L.C.

RECEIVED
W OCT -3 p g g

*LERP CoM
UGCKET ConTagiH

BEFORE THE ARIZONA CORPORATION COMMISSION

Arizona Corporation Commission

COMMISSIONERS DOCKET ED
BOB STUMP, CHAIRMAN e g .

GARY PIERCE ORIGINGAL OCT 0 3 200

BOB BURNS T,
SUSAN BITTER SMITH [ “DochErEREY | /

BRENDA BURNS

IN THE MATTER OF THE APPLICATION
OF UTILITY SOURCE, LLC, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER AND WASTEWATER RATES
AND CHARGES FOR UTILITY SERVICE
BASED THEREON.

DOCKET NO: WS-04235A-13-0331

NOTICE OF FILING REBUTTAL
TESTIMONY

Utility Source, L.L.C. (“Company”), hereby files rebuttal testimonies described

below:

e Rebuttal Testimony of Tom Bourassa regarding Rate Base, Incomes Statement

and Rate Design (Attachment 1);

¢ Rebuttal Testimony of Tom Bourassa regarding Cost of Capital (Attachment 2);

and

‘¢ Rebuttal Testimony of Lonnie McCleve (Attachment 3).

Steve Wene
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Original and thirteen (13) copies
of the foregoing filed this
3rd day of October, 2014 with:

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copies of the foregoing mailed
this 3" day of October, 2014 to:

Wesley Van Cleve

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Daniel W. Pozefsky

Chief Counsel )
Residential Utility Consumer Office
1110 West Washington Street

Suite 220

Phoenix, Arizona 85007

Erik Nielsen

4680 N. Alpine Drive
P.O. Box 16020\
Bellemont, Arizona 86015

Terry Fallon
4561 Bellemont Springs Drive
Bellemont, Arizona 86015

) . .
i, mnaéé/u Sy bir
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BEFORE THE ARIZONA CORPORATION COMMISSION

BOB STUMP, CHAIRMAN
GARY PIERCE

BRENDA BURNS

SUSAN BITTER SMITH

'BOB BURNS

IN THE MATTER OF THE APPLICATION
OF UTILITY SOURCE, LLC, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER AND WASTEWATER RATES
AND CHARGES FOR UTILITY SERVICE
BASED THEREON.

DOCKET NO: WS-04235A-13-0331

REBUTTAL TESTIMONY OF
THOMAS J. BOURASSA
(RATE BASE, INCOME STATEMENT AND RATE DESIGN)

October 3, 2014
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-i-




O 0 I N U R WN e

(= A U VS R S =2 = - - B B - N U7 S N PO S NG IO

s
-

> 2

IL

INTRODUCTION AND QOUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying in this proceeding on behalf of the applicant, Utility Source, LLC
(“USLLC” or the “Company”). USLLC is seeking changes in its rates and charges
for water utility service in its certificated service area, which area is located in
Yavapai County.

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE
INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this
docket. There were two volumes, one addressing rate base, income statement and
rate design, and the other addressing cost of capital.

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

To respond to the direct filings by Staff and RUCO relating to rate base, income
statement and rate design for USLLC. In a second, separate volume of my rebuttal
testimony, I present an update to the Company’s requested cost of capital as well as
provide responses to Staff and RUCO on the cost of capital, the rate of return

applied to the fair value rate base, and the determination of operating income.

SUMMARY OF USLLC’S REBUTTAL POSITION.

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND
WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN
THIS REBUTTAL TESTIMONY?

For the water division the Company proposes a total revenue requirement of

1
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$432,967, which constitutes an increase in revenues of $226,783, or 109.99 percent
over adjusted test year revenues. For the wastewater division, the Company
proposes a total revenue requirement of $328,900 which constitutes an increase in
revenues of $209,436, or 175.31 percent over adjusted test year revenues.

HOW DO THESE COMPARE WITH THE COMPANY’S DIRECT
FILING?

In the direct filing, the Company requested a total revenue requirement of $436,451
for the water division, which required an increase in revenues of $228,447, or
109.83 percent. Also in the direct filing, the Company requested a total revenue
requirement of $318,044 for the wastewater division, which required an increase in
revenues of $196,760, or 162.23 percent.

WHAT’S DIFFERENT?

In its rebuttal filing, USLLC has adopted a number of rate base and
revenue/expense adjustments recommended by Staff, as well as proposed a number
of adjustments of its own based on known and measurable changes to the test year.

For the water division, the net result of these adjustments is the Company’s
proposed operating expenses have decreased by $4,200, from $216,269 in the
direct filing to $212,069; and a net increase of $8,652 in rate base from the direct
filing of $1,566,542 to $1,575,194.

For the wastewater division, the net result of these adjustments is the
Company’s proposed operating expenses have increased by $9,264, from $193,541
in the direct filing to $202,805; and a net decrease of $5,089 in rate base from the
direct filing of $830,945 to $825,856.

The Company continues to recommend an 11.0 percent return on equity.
Based on a capital structure consisting of 100 percent equity and 0 percent debt, the
Company recommends a weighted cost of capital and return on its fair value rate

2
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base (“FVRB”) of 11.0 percent. I discuss the Company proposed return on equity,
cost of debt, and capital structure in my separate rebuttal cost of capital testimony.
WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE
INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE
OF THE PROCEEDING?

For the water division, the proposed revenue requirements and proposed rate

increases are as follows:

Revenue Requirement Revenue Incr. % Increase
Company-Direct $436,451 $228,447 109.83%
Staff $406,372 $200,188 97.09%
RUCO $363,609 $155,605 74.81%
Company Rebuttal $432,967 $226,783 109.99%

For the wastewater division, the proposed revenue requirements and

proposed rate increases are as follows:

Revenue Requirement Revenue Incr. % Increase

Company-Direct $318,044 $196,760 162.23%

Staff $315,314 $195,850 163.94%

RUCO $285,358 $164,074 135.28%

Company Rebuttal $328,900 $209,436 175.31%
3
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RATE BASE
A. Water Division Rate Base

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS FOR THE WATER DIVISION?

Yes, for the water division the rate bases proposed by the parties proposing a rate

base in the case, the Company, Staff and RUCO, are as follows:

OCRB FVRB
Company-Direct $1,566,542 $1,566,542
Staff | $1,594,961 $1,594,961
RUCO $1,566,542 $1,566,542
Company Rebuttal $1,575,194 $1,575,194

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ORIGINAL COST RATE BASE FOR THE WATER DIVISION?
Yes. The Company’s rebuttal rate base adjustments to the water division’s OCRB
are detailed on rebuttal schedules B-2, pages 3 through 6. Rebuttal Schedule B-2,
page 1 and 2, summarize the Company’s proposed adjustments and the rebuttal
OCRB.

1. Plant-in-service (PIS)
WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
REBUTTAL ADJUSTMENTS TO PLANT-IN-SERVICE FOR THE WATER
DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE
ACCEPTED FROM STAFF AND/OR RUCO?

The Company is not proposing any additional adjustments to the water division PIS
balance. The Company recommends a PIS balance of $2,496,640. Staff and

RUCO recommend the same PIS balance as the Company.'

! See Staff Water Division Schedule JLK-W3 and RUCO Water Division Schedule JMM-2.

4




N e e = T ¥ e e S S

[ B O N T N L L L e L Pt Y
(= B L T S e = R Ve L B . N O Tt S )

2. Accumulated Depreciation (A/D)
Q. WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED

ADJUSTMENTS TO ACCUMULATED DEPRECIATION FOR THE
WATER DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE
ACCEPTED FROM STAFF AND/OR RUCO?

A. Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2,
consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 4.

Adjustment A reflects a correction to the A/D balance for account 311 —

Electric Pumping Equipment. The A/D balance was greater than the original cost
by $9,919 and this adjustment corrects the A/D balance to equal the original cost
balance. RUCO and Staff do not propose a similar adjustment to correct the A/D
balance.

Q. DOES STAFF AND/OR PROPOSE AN ADJUSTMENT TO THE A/D
BALANCE? »

A. Yes. Staff proposed to reduce the A/D balance by $49,456 reflecting additional
depreciation on Deep Well No, 4.2 RUCO does not propose any adjustments to
AD’

Q. PLEASE RESPOND TO STAFF’S ASSERTION (AT PAGE 8 OF MR.
KELLER’S TESTIMONY) THAT THE COMPANY DID NOT SUPPORT
THE BASIS OR THE METHOD FOR THE A/D RELATED TO DEEP
WELL NUMBER 4.

A. The Company did provide a detailed computation of the A/D related to Deep Well

? See Direct Testimony of Jorn L. Keller (“Keller Dt.”) at 8,
? See Direct Testimony of Jeffery M. Michlk (“Michlik Dt.”) at 8.

5
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No. 4! The Company does not believe an additional adjustment to A/D is

required and disagrees with the Staff recommendation.

3. Contributions-in-aid of Construction (CIAC)
PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO THE WATER
DIVISION’S CONTRIBUTIONS-IN-AID OF CONSTRUCTION AND
ACCUMULASTED AMORTIZATION BALANCES.

In rebuttal B-2 adjustment 3, as shown on Schedule B-2, page 2, the Company
reduces accumulated amortization by $1,267. This adjustment reflects a change to
the composite deprecation rate for the test year and is related to the correction of
the A/D balance discussed at page 3.

DOES STAFF AND/OR RUCO PROPOSE AN ADJUSTMENT TO CIAC
OR ACCUMULATED AMORTIZATION?

Yes. Staff proposed to reduce the accumulated amortization balance by $20,937
balance which reflects a 2.898 percent amortization rate for the years since the last
rate case and through the end of the test year., RUCO does not propose any
adjustments to CIAC or accumulated amortization.®

HOW DID STAFF DETERMINE THE 2.898 PERCENT AMORTIZATION
RATE FOR USE IT RECONSTRUCTING THE ACCUMULATED
AMORTIZATION BALANCE?

I am not sure. Staff does not explain its amortization rate.” However, it appears to
be the CIACC amortization rate used by the Company is its annualization ot test

year depreciation expense.8

NN
(= Y

4 See USLLC Direct Schedule B-2, page 4.1.

5 Keller Dt. at 9.

§ Michlik Dt. at 9.

" Keller Dt. at 9.

8 See USLLC Water Division Direct Schedule C-2, page 2.
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Q.

IS IT CUSTOMARY TO USE THE COMPOSITE DEPRECIATION RATE
USED TO ANNUALIZE THE TEST YEAR DEPRECIATION EXPENSE
WHEN RECONSTRUCTING ACCUMULATED AMORTIZATION?

No. I have always reconstructed the amortization balance using the composite
depreciation rate for each year.9 In my experience, Staff also uses the composite
depreciation rate for each year to compute the amortization for that year. I am
somewhat confused by the Staff testimony regarding the Staff testimony given that
Staff appears to be deviating from its typical practice regarding CIAC amortization.
I am also confused because Staff did not use the amortization rate used in
annualizing the wastewater division’s depreciation expense to reconstruct the

wastewater’s accumulated amortization balance.

B. Wastewater Division Rate Base
WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS FOR THE WATER DIVISION?

Yes, for the water division the rate bases proposed by the parties proposing a rate

base in the case, the Company, Staff and RUCO, are as follows:

OCRB FVRB
Company-Direct $830,945 $830,945
Staff $825,880 $825,880
RUCO $830,945 $830,945
Company Rebuttal $825,856 $825,856

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED

® See USLLC Water Division Rebuttal Schedule B-2, page 5.1. The exception is when the CIAC is tracked
to a specific plant account(s). Under that circumstance the authorized depreciation rate(s) for the plant
account(s) are used.
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ORIGINAL COST RATE BASE FOR THE WATER DIVISION?
Yes. The Company’s rebuttal rate base adjustments to the wastewater division’s
OCRB are detailed on rebuttal schedules B-2, pages 3 through 6. Rebuttal
Schedule B-2, page 1 and 2, summarize the Company’s proposed adjustments and
the rebuttal OCRB. |

1. Plant-in-service (PIS)
WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO PLANT-IN-SERVICE FOR THE WASTEWATER
DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE
ACCEPTED FROM STAFF AND/OR RUCO?

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B-2, page 2,

consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 3.
Adjustment A reflects a reclassification of $421 of plant from account 340 —
Furniture and Equipment to 340.1 — Computers and Software. The net impact on
total PIS is zero. Staff proposed a similar adjustment. RUCO does not propose a
similar adjustment.
2, Accumulated Depreciation (A/D)
WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO ACCUMULATED DEPRECIATION FOR THE
WASTEWATER DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU
HAVE ACCEPTED FROM STAFF AND/OR RUCO?

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2,
consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 4.
Adjustment A reflects the adjustment to A/D for additional depreciation of

$28 and it is related to the reclassification of plant as discussed in in B-2
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adjustment 1A, above. The Company recommends an A/D balance of $455,092.
Staff and RUCO do not propose a similar adjustment recommend same A/D

balance of $455,064."

3. Contributions-in-aid of Construction (CIAC)
PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO THE
WASTEWATER DIVISION’S CONTRIBUTIONS-IN-AID OF
CONSTRUCTION AND ACCUMULASTED AMORTIZATION
BALANCES.

The Company is not proposing any additional adjustments to the wastewater
division CIAC balance or the accumulated amortization balance. The Company
recommends a CIAC balance of $197,193 and an accumulated amortization

balance of $86,711 (net CIAC of $111,262). Staff and RUCO recommend the

same balances as the Company.“

4, Customer Security Deposits
HAS THE COMPANY PROPOSED A REBUTTAL ADJUSTMENT TO

CUSTOMER METER DEPOSITS?

Yes. In rebuttal B-2 adjustment 4, as shown on Schedule B-2, page 2,
the Company proposes to increase Customer Security Deposits by $5,065.
This adjustment reflects the adoption of the Staff recommended adjustment. "

RUCO does not propose a similar adjustment.

0 1d

"' Keller Dt. at 10.
12 Carlson Dt. at 19.
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IV.

INCOME STATEMENT

A. Water Division Revenue and Expenses

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE WATER
DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU HAVE
ACCEPTED FROM STAFF AND/OR RUCO?

The Company rebuttal adjustments for the water division are detailed on Rebuttal
Schedule C-2, pages 1-12. The rebuttal income statement with adjustments is
summarized on Rebuttal Schedule C-1, page 1-2.

Rebuttal adjustment number 1 reduces depreciation expense. The rebuttal
proposed depreciation expense is lower than the direct filing by $624.
The reduction is due to a correction of the CIAC amortization rate from 2.898
percent to 3.114 percent. In its direct filing, the Company failed to remove the
fully depreciated plant associated with account 311 — Electric Pumping Equipment
totaling $158,711 from the computation of the depreciable plant balance used in
computing the amortization rate."

DOES STAFF AND/OR RUCO PROPOSE ADJUSTMENT TO
DEPRECIATION EXPENSE?

Yes. RUCO proposed the same adjustment to depreciation expense as does the
Company.” Both the Company and RUCO compute the essentially the same
amortization rate (3.114 percent for the Company and 3.11 percent for RUCO)."

Staff proposed to reduce depreciation expense by $1,097.'¢ However, Staff uses an

" Compare USLLC Water Division Direct Schedule C-2, page2 and USLLC Water Division Rebuttal
Schedule C-2, page 2.

" Michlik Dt. at 9 and RUCO Water Division Schedule JMM-7.

'S Compare USLLC Water Division Rebuttal Schedule C-2, page2 and RUCO Water Division Schedule

IMM-7.

18 Keller Dt. at 11.

10
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incorrectly computed amortization rate in in computation of annualized
depreciation expense. Staff computes an amortization rate of 3.27 percent'’ which
is incoqect because Staff does not recognize only depreciable plant in its
computation.

Rebuttal adjustment number 2 reduces property tax expense and reflects the
rebuttal proposed revenues. Staff, RUCO, and the Company are in agreement on
the method of computing property taxes. This method utilizes the ADOR formula
and inputs two years of adjusted revenues plus one year of proposed revenues. |
computed the property taxes based on the Company’s proposed revenues, and then
used the property tax rate and assessment ratio that was used in the direct filing.
ARE THE PARTIES USING THE SAME TAX RATE AND ASSESSMENT
RATIOS?

Yes. '

THANK YOU. PLEASE CONTINUE.

Rebuttal adjustment number 3 increases rate case expense by $6,667 and reflect a
reduction in the number of years to amortize rate case expense. This adjustment
adopts the recommendation of Staff.'” RUCO does not propose a similar
adjustment.

Rebuttal adjustment number 4 reduces other water revenues by $1,850 and
reflects the adoption of the Staff recommended adjustment.”  RUCO does not

propose a similar adjustment.

' See Staff Water Division Schedule JLK-W10.

'8 See USLLC Water Division Rebuttal Schedule C-2, page 3; Staff Water Division Schedule JLK-W15;
RUCO Water Division Schedule JMM-8.

19 Keller Dt. at 14.

X atll.

11
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Rebuttal adjustment number 5 reduces water testing expense by $6,637 and

' RUCO does not propose a

reflects the adoption of the Staff recommendation.’
similar adjustment.

Rebuttal adjustment number 6 reduces transportation expense by $1,750 for
and reflects the adoption of the Staff recommendation.”? RUCO does not propose a
similar adjustment.

Rebuttal adjustment number 7 reduces miscellaneous expense by $2,366 for
telephone related expenses and reflects the adoption of the Staff recommendation.”
RUCO does not propose a similar adjustment.

Rebuttal adjustments number & through 10 are intentionally left blank.

Rebuttal adjustment 11 reflects the changes to income taxes at the

Company’s rebuttal proposed revenues and expenses.

Q. DO ALL THE PARTIES RECOGNIZE INCOME TAXES?

A. No. RUCO does not recognize any income taxes.”*

Q. DOES THE COMMISSION ALLOW RECOVERY OF INCOME TAXES
FOR TAX PASS-THROUGH ENTITIES?

A. Yes.”

21 Id

2 Id. at 13.

B Id. at 14.

 Michlik Dt. at 11.
% See Decision 73739, dated February 22, 2013.

12
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B. Wastewater Division Revenue and Expenses

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE
WASTEWATER DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU
HAVE ACCEPTED FROM STAFF AND/OR RUCO?

The Company rebuttal adjustments for the wastewater division are detailed on
Rebuttal Schedule C-2, pages 1-12. The rebuttal income statement with
adjustments is summarized on Rebuttal Schedule C-1, page 1-2.

Rebuttal adjustment number 1 increases depreciation expense by $48 and
reflect the additional depreciation on plant due to the reclassification of plant
discussed previously on pagé 8.

DOES STAFF AND/OR RUCO PROPOSE ADJUSTMENT TO
DEPRECIATION EXPENSE?
Yes. Staff proposes an increase to depreciation expense of $67.2° The difference

between the Company and Staff on depreciation expense is due to a difference in

‘the computation of the amortization rate. However, Staff uses an incorrectly

computed amortization rate in in computation of annualized depreciation expense.
Staff computes an amortization rate of 3.87 percent’’ which is incorrect because
Staff does not recognize only depreciable plant in its computation.

Rebuttal adjustment number 2 increases property tax expense and reflects
the rebuttal proposed revenues. Staff, RUCO, and the Company are in agreement
on the method of computing property taxes. This method utilizes the ADOR
formula and inputs two years of adjusted revenues plus one year of proposed

revenues. I computed the property taxes based on the Company’s proposed

% Keller Dt. at 18.
2 See Staff Wastewater Division Schedule JLK-WW12.
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revenues, and then used the property tax rate and assessment ratio that was used in
the direct filing.

ARE THE PARTIES USING THE SAME TAX RATE AND ASSESSMENT
RATIOS?

Yes. 2

THANK YOU. PLEASE CONTINUE.

Rebuttal adjustment number 3 increases rate case expense by $6,667 and reflect a
reduction in the number of years to amortize rate case expense. This adjustment
adopts the recommendation of Staff”” RUCO does not propose a similar

adjustment.

Rebuttal adjustment number 4 reduces other water revenues by $1,850 and
reflects the adoption of the Staff recommended adjustment®® RUCO does not

propose a similar adjustment.

Rebuttal adjustment number S reduces water testing expense by $6,637 and
reflects the adoption of the Staff recommendation.’’ RUCO does not propose a
similar adjustment.

Rebuttal adjustment number 6 reduces transportation expense by $1,750 for
and reflects the adoption of the Staff recommendation.> RUCO does not propose a

similar adjustment.

% See USLLC Wastewater Division Rebuttal Schedule C-2, page 3; Staff Water Division Schedule JLK-
WW14; RUCO Wastewater Division Schedule J]MM-8.

¥ Keller Dt. at 14.
R id atll.

M id

214 at 13.

14
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Rebuttal adjustment number 7 reduces miscellaneous expense by $2,366 for
telephone related expenses and reflects the adoption of the Staff recommendation.*
RUCO does not propose a similar adjustment.

Rebuttal adjustments number 8 through 10 are intentionally left blank.

Rebuttal adjustment 11 reflects the changes to income taxes at the

Company’s rebuttal proposed revenues and expenses.

Q. DO ALL THE PARTIES RECOGNIZE INCOME TAXES?
A. No. RUCO does not recognize any income taxes.>*
Q. DOES THE COMMISSION ALLOW RECOVERY OF INCOME TAXES
FOR TAX PASS-THROUGH ENTITIES?
A. Yes.*
V. RATE DESIGN (H SCHEDULES).
A. Water Division
Q. WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER
SERVICE?
A. The Company’s proposed rates are:
MONTHLY SERVICE CHARGES
5/8” x 3/4” Meter $ 40.61
3/4” Meter $ 40.61
1” Meter $100.52
1 1/2” Meter $203.04
2” Meter $324.86
3” Meter $649.72
* Id. at 14.

* Michlik Dt. at 11.
%5 See Decision 73739, dated February 22, 2013.




4 Meter $1,015.19

6> Meter $2,030.38
Gallons in minimum 0
COMMODITY RATES

5/87X3/4” —Res. & Com

3/4” — Res. & Com.

1 Meter — Res. & Com.

1 2" Meter — Res. & Com.

2 Meter— Res. & Com.

3” Meter— Res. & Com.

4” Meter- Res. & Com.

6> Meter— Res. & Com.

Irrigation Meters

Standpipe/Bulk Water

16

1 to 4,000
4,001 to 9,000
Over 9,000

1 to 4,000
4,001 to 9,000
Over 9,000

1 t0 27,000
Over 27,000
1 to 57,000
Over 57,000
1 to 94,000
Over 94,000
I to 195,000
Over 195,000
1 to 309,000
Over 309,000
1 to 615,000
Over 615,000
All gallons

All gallons

$8.25

$15.75
$21.75
$8.25

$15.75
$21.75
$15.75
$21.75
$15.75
$21.75
$15.25
$21.75
$15.25
$21.75
$15.25
$21.75
$15.25
$21.75
$15.75

$21.75
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10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Construction Meters All gallons $21.75

WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMER
AVERAGE MONTHLY BILL UNDER THE NEW RATES?

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
for a 3/4 inch residential customer using an average 4,123 gallons is $75.54 — a
$36.96 increase over the present monthly bill or a 95.81 percent increase.

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN FROM THE
DIRECT FILING?

No.

PLEASE COMMENT ON THE PROPOSED WATER RATE DESIGN OF
STAFF AND RUCO.

Before 1 begin, the Staff proposed water rates do not produce the Staff
recommended revenue requirement. The revenues produced are about 14,000 short.
That said, the Staff rate design will lead to greater amounts of revenue erosion
when conservation occurs than the Company’s rate design. One reason for this
higher revenue instability is that a greater portion the revenue requirement is
recovered via the commodity rates under the Staff rate design than the Company
rate design. Under the Staff design less than 33 percent of the revenue requirement
is recovered from the monthly minimums whereas under the Company’s rate
design about 40 percent of the revenues are recovered from the monthly
minimums. Another reason for the greater revenue stability is that under the Staff
rate design more revenues are recovered from the higher commodity rates. About
48 percent of the revenue requirement is recovered from the two highest
commodity rates under the Staff rate design while about 38 percent of the revenue
requirement is recovered from the two highest commodity rates. When

17
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conservation occurs, the commodity revenues will decrease to a greater extent
under the Staff rate design compared to the Company rate design.

WHY IS THAT THE CASE?

When more revenues are expected to be recovered from the commodity rates, a
greater amount of revenues are lost. This is because the commodity rates must
necessarily be higher when a greater proportion of revenues are recovered from the
commodity rates as opposed to the monthly minimums. With each gallon of water
being priced at a higher cost, the dollar loss from each gallon lost means more
revenues are lost. Additionally, since a much greater portion of the commodity
revenues are recovered from the highest priced commodity rates under the Staff
rate design than under the Company rate design it translates to more revenue
instability.

WHY DO THESE SCENARIOS INCREASE REVENUE INSTABILITY
AND THE RISK OF REVENUE EROSION?

A loss of a gallon of water at the higher commodity rates means more revenue loss
than the loss of a gallon of water at the lower commodity rate. The larger water
users typically have the greatest amount of discretionary water and the greatest
amount of conservation can be expected to occur from these customers as they will
see the highest cost commodity rates.

IF THE GOAL IS TO ACHIEVE CONSERVATION THEN WHY NOT
CHARGE THESE CUSTOMERS AS MUCH AS POSSIBLE FOR THEIR
WATER USE?

Conservation is not the only goal of a sound rate design. Equally important is
ensuring the utility recovers its cost of service (revenue requirement), revenue

stability. These two goals must be balanced (along with the goal of avoiding cost
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of service ine:quitic:s).36 The Company’s proposed rate design promotes
conservation by charging the higher water users more per unit of water than the
low water users. The higher cost of water sends a conservation pricing signal to
the higher water users. This is consistent with the approach the Commission has
taken on rate design for more than a decade now, at least in my experience.

On the other hand, the Company’s rate design provides for more revenue
stability by providing a better balance of revenue recovery between the monthly
minimums and the commodity rates. Further, with respect to the commodity
revenues the Company’s rate design provides a better balance of revenue recovery
across all the commodity rates.

WHAT DO YOU MEAN BY A BETTER BALANCE ACROSS THE
COMMODITY RATES?

Balance refers to how evenly the commodity revenue is recovered between the
lowest priced commodity rate and the highest priced commodity rates. Setting the
higher commodity rates too high and recovering a greater amount of revenue from
the higher commodity rates leads to the loss of a greater amount of revenue when
conservation occurs.

DO YOU HAVE SIMILAR REVENUE STABILITY CONCERNS WITH
RUCO’S PROPOSED RATE DESIGN?

Yes. RUCO’s rate design recovers about 35 percent of revenues from the monthly
minimums which is significantly lower than the Company’s recovery at about 40
percent. Further, like the Staff rate design, a greater portion of the revenue
requirement is recovered from the highest cost commodity rates. RUCO’s rate

design recovers about 40 percent of revenues from the two highest commodity

% Principles of Water Rates, Fees, and Charges. AWWA Manual M-1 Sixth Edition, American Water

Works Association, p.4.
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rates.
HOW DID THE COMPANY DETERMINE THE COMMODITY RATE

FOR STANDPIPE WATER AND CONSTRUCTION WATER?
The Company followed the typical and customary practice of setting the
commodity rate to the highest cost commodity rate. Standpipe and construction
water customers do not pay a monthly minimum and purchased small quantities if
water which is inefficient and more costly. These customers should pay more for
water than a regular customer.

1. Other Tariff Changes.
IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND
STAFF ON THE COMPANY’S PROPOSED METER AND SERVICE LINE
INSTALLATION CHARGES?
No. The Company and Staff are in agreement.
IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND
STAFF ON THE COMPANY’S PROPOSED MISCELLANEOUS

CHARGES?
No.
B. Wastewater Division

WHAT ARE THE COMPANY’S PROPOSED RATES FOR
WASTEWATER SERVICE?

The Company’s proposed rates are:

MONTHLY CHARGE
5/8” x 3/4” Meter $53.00
3/4” Meter $53.00
1” Meter $132.50

20
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1 1/2” Meter
2” Meter
3” Meter
4” Meter
6” Meter

Rate per 1,000 gallons of water use:
Residential
Car washes, laundromats, commercial, manufacturing
Hotels and motels
Restaurants
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge

Treatment Plant Sludge

WHAT WILL BE THE 3/4 INCH RESIDENTIAL CUSTOMER AVERAGE

MONTHLY BILL UNDER THE NEW RATES?

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates

for a 3/4 inch residential customer using an average 4,123 gallons is $74.91 — a

$265.00
$424.00
$848.00
$1,325.00
$2,650.00

$5.31
$ 5.20
$ 6.97
$ 8.61
$ 7.63
$155.79
$136.32
$155.79
$486.85

$50.83 increase over the present monthly bill or a 211.13% increase.

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN?

No.

PLEASE COMMENT ON THE PROPOSED WASTEWATER RATE

21
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DESIGN OF STAFF AND RUCO.

The Staff proposed wastewater rate design does not include a usage charge for
residential customers. Further, the usage charge for other classes of customers is
$11.28. The Company disagrees with the Staff rate design because it does not
distinguish between those customers who place more demands on the wastewater
system because they use more water and/or because their wastewater is more costly
to treat.

The RUCO proposed wastewater rate design does not include any monthly
minimums. All of the wastewater revenues are recovered via usage charges. The
Company disagrees with the RUCO rate design because it leads to higher revenue
instability and can lead to wide fluctuations in monthly revenues (seasonality).

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?
Yes.

22
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit

Rebuttal Schedule A-1
Page 1

Witness: Bourassa

Fair Value Rate Base $ 1,675,194

Adjusted Operating Income (5.885)
Current Rate of Return 0.37%
Required Operating Income $ 173,271

Required Rate of Return 11.00%
Operating Income Deficiency $ 179,157

Gross Revenue Conversion Factor 1.2658

Increase in Gross Revenue

Requirement $ 226,783
Adjusted Test Year Revenues $ 206,184
Increase in Gross Revenue Revenue Requirement $ 226,783
Proposed Revenue Requirement $ 432,967
% Increase 109.99%

Customer Present Proposed Dollar Percent
Classification Rates Rates Increase Increase
3/4 Inch Residential $ 169,301 § 327,130 $ 167,829 105.35%
3/4 Inch Commercial 322 811 490 152.32%
2 Inch Commercial 38,120 89,877 51,757 135.78%
2 Inch lrrigation 1,776 3,898 2122  119.50%
Bulk/Construction 3,482 7,339 3,856 110.74%
Revenue Annualization 328 634 306 93.31%
Subtotal $ 203,328 §$ 429689 $ 226,361  111.33%
Other Water Revenues 3,441 3,441 - 0.00%
Reconciling Amount (585) (163) 422 -72.14%

- 0.00%
Total of Water Revenues $ 206,184 $ 432,967 $ 226,783  109.99%
SUPPORTING SCHEDULES:
B-1
C-1
Cc-3
H-1
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Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-1
Summary of Rate Base Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
Gross Utility Plant in Service $ 2,496,640 $ 2,496,640
Less: Accumulated Depreciation 716,486 716,486
Net Utility Plant in Service 3 1,780,154 $ 1,780,154
Less:
Advances in Aid of Construction - -
Contributions in Aid of Construction 294,745 294,745
Accumulated Amortization of CIAC (95,670) (95,670)
Customer Meter Deposits 5,885 5,885
Deferred Income Taxes & Credits - -
Plus:
Unamortized Finance
Charges - -
Prepayments - -
Materials and Supplies - -
Allowance for Working Capital - -
Total Rate Base $ 1,575,194 $ 1,575,194

SUPPORTING SCHEDULES:

B-2
B-3
B-5
E-1
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012

Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumulated
Depreciation

Net Utility Ptant
in Service

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Accumulated Deferred Income Tax

Plus:

Unamortized Finance

Charges
Prepayments

Materials and Supplies

Working capital

Total

SUPPORTING SCHEDULES:

B-2, pages 2
E-1

Adjusted
atend
of
Test Year

$ 2,496,640

726,406

$ 1,770,234

294,745
(96,938)

5,885

$ 1,566,542

Proforma
Adjustment

(9,919)

Exhibit

Rebuttal Schedule B-2
Page 1

Witness: Bourassa

Rebuttal
Adjusted
atend
of
Test Year

$ 2,496,640

716,486

$ 1,780,154

294,745
(95,670)

5,885

3 _Traed

RECAP SCHEDULES:
B-1
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Gross Utility
Plant in Service

Less:

Accumulated
Depredation

Net Utility Plant
in Service

Less:

Advances in Aid of
Construction

Contributons in Aid of
Construction (CIAC})

Accumulated Amort of CIAC

Cuslomer Meter Depcsits

Accumulated Deferred income Taxes

Plus:

Unamorized Finance
Charges

Prepayments

Materials and Supples

Allowance for Cash Working Capital

Totat

PPORTIN HEDUL|
B-2, pages 3-5

E-1

Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rabutial Schedule B-2
Original Cast Rata Base Proforma Adjustments Page 2
Witness: Bourassa
13 djustme Rebutal
Adjusted 1 2 3 4 5 Adjusted
atend Customer intentionally at end
of Plant-in- Accumulated Securily Left of
Todt Year Service Depredation CIAC Deoposits Blank Tedt Year
$  2,496840 - $ 2,496,640
726,406 (9.919) 716,486
$ 1770234 ¢ - 3 9919 § - - 3 - $ 1,780,154
284,745 294,745
(96,938) 1,267 (95.670)
5.885 5,885
$ 1566542 § - $ 9919 § {1267) § - 3 - $ 1,575,194
sC LES;
8-1




Wiility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 3
Adjustment Number 1 Witness: Bourassa
Plant-in-Service
Line
No. justments
1 A B < b E
2 Rebuttal
3 Adjusted Adj Intenti I i i I i y fju
4 Acct. Original 1o Reconcile Plant Left Lefi Left Left Original
s No, Desgription Cost 1o Reconstruction Blank Blaok Blank Blank Cost
6 301 Organization Cost - . -
7 302 Franchise Cost - . -
8 303 Land and Land Rights 210,000 - 210,000
9 304  Sfructures and lmprovements 72,997 - 72,997
10 305 Coliecting and impounding Res. - - -
" 308 Lake River and Other Inlakes - - -
12 307  Wells and Springs 1,363,539 - 1,353,539
13 308  Infitration Galleries and Tunnels - - .
14 309  Supply Mains - - .
15 310 Power Generation Equipment 89,125 - 89.125
1% 311 Electric Pumping Equipment 158,711 . 158,711
17 320  Water Treatment Equipment 5,487 - 5,487
18 3201 Water Treaiment Piant - - -
19 320.2 Chemical Solution Fesders . - -
20 330 Disl. Reservoirs & Standpipe 321,452 - 321,452
21 330.1 Storags tanks - . -
22 3302 Pressure Tanks - - -
23 331 Trans. and Disl. Mains 161,632 - 161,632
24 333 Services 86,250 - 86,250
25 334 Melers - - -
26 335 Hydrants 34,500 - 34,500
27 33 Backflow Prevention Devices - - -
28 339  Other Plant and Misc. Equip. - - .
29 340 Offica Fumilure and Fixtures 2,947 . 2,947
30 34D.1 Computers and Software - - -
31 341 Transportation Equipment - - .
32 342  Stores Equipment - - -
33 343 Tools and Work Equipment - - -
34 344 Laboratory Equipment . - -
35 345 Power Operated Equipment - - .
36 346  Communications Equipment . - -
37 347  Miscellaneous Equipment - - .
38 348 Other Tangible Plant - - .
39 Plant Held for Future Use - - -
40 TOTALS $ 2,496,640 § . s - $ . $ - $ - $ 2,496,640
41
42  Plamt-in-Service per Books $ 2,496,640
43
4 in Plant-in-Servi s .
45
46  Adjustment to Plant-in-Service . $ -
P ————————
48 T
49 B-2, pages 3.1
50




Line

Lbu:\lmmaum-n‘g

Reconciliation to Reconstructed Plant-in-Service

>
o
a

No.
301
302

304
305
306
307
308
309
310
n
320
320.1
320.2
330
330.1
330.2
331
333
334
335
336
339
340
3401
311

343
344
345

347
348

Descriplion

Organization Cosl

Franchise Cos!

Land and Land Rights
Structures and improvements

Cofllecting and lmpounding Res.

Lake River and Other {ntakes
Wells and Springs

Infiltration Galleries and Tunneis

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatmen? Equipment

Water Treatment Plant

Chemical Solution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backflow Prevention Devices

Other Plant and Misc. Equip.

Office Fumiture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipmen!

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

Communications Equipment

Miscellaneous Equipment

Other Tangible Plant

Plant Held for Future Use
TOTALS

SUPPORTING SCHEDULE
B-2, pages 3.2 - 3.8

Utility Source. LLC - Water Division
Test Year Ended Decembers 31, 2012

Original Cost Rate Base Proforma Adjustments

Adjustment Number 1 - A

Recorded Removed Adjusied Plant
Orginal Deep Weil #4 Original Per
Cosl Costs Cost Reconstruction  Difference

210,000 210,000 210,000 -
81.748 (8.751) 72.997 72,997 -
2,831,962 (1,478,423) 1,353,539 1,353,539 -
89,125 (1,725) 87,400 87,400 -
168,711 158,711 158,711 -
5487 5,487 5487 -
321,452 321,452 321,452 -
161,832 161,632 161,632 -
86,250 86,250 86,250 -
34,500 34,500 34,500 -
4,672 4672 4,672 -
$ 3985539 § (1,488,899 § 2496640 § 2,496,640 § -

Exhibit

Rebutia) Schegule B-2
Page 3.1

Wilness: Bourassa




Uty Source, LLC - Water Division Exhibit
Plant Addians ard Rotirements Rebuttal Schedule B:2
Page 3.2
Witness; Bourases
Per Decision 70140 2006
NARUC Aowed Accum. Plank Adpssted Plant Adpsted

Line  Accaunt Oeprec. Plant at Ouprec. At Additors Plant Plart Retirements. Plant Salvsge  Depreciation Plact Accum,
1 301 Organization Cost 0.00%] - - - - - . .
2 302 Franchise Cost 0.00%} - - . - . R -
3 303 Land and Land Righta 0.00%) 210,000 - . - - 210000 -
4 304  Swuctusrer & Improvemants. 3.33%| 72997 3846 - - 2,43t 72997 6,077
5 305 Coecing & impounding Ressrvoins 2.50%; - - . - - . -
5 306  Loke. River. Conal intakes 250%] - - - - - R .
? 307 Wells & Sorings 3.33%| 207 821 103,487 B - 68.952 2071821 172,479
[ 308 infivuton Galleries 6.67%| - - . - . - -
9 308 Raw Water Suppiy Mains 2.00%] - B - - - . .
10 310 Power Gensration Equpment 5.00%} 87,400 6,555 - - 4.370 87.400 10.925
1 311 Pumping Equipmen 12.50%| 158.711 29.758 - - 19.839 188,711 49.597
12 320 vvater Treatment Equipment 333% 5487 274 - - 183 5,487 457
W8 300 Water Treatment Plams 3.33%) - . - R -
14 3202 Sokson Chemical Feeders 20.00%; - . - - N
15 330 Diswbution Rossrvoirs & Standpipes 2.22%] 321,452 10.704 - . 7.3 321,452 17.80
6 3301 Storage Tanks 2.22%) . - - - .
17 302 Prossurs Tanks 5.00%] . - - . -
] 331 Transmission & Distibution Maing 2.00%; 147.200 4418 - - 2944 147,200 7.360
9 333 Servioss 3.33%] 86,250 4,308 - - 2872 86.250 7.180
20 334 Melans 8.33%} - . - - - - .
n 05 Hydanm 2.00%] 34.500 1,035 - - 6%0 3,500 1725
22 336 Backflow Preventon Devices 6.67%] - - . - - . .
2 339 Othwr Plant & Misc Equipment 667%) - - - - . . .
2 340 Office Fumiture & Equipment 5.67%} - - - - . . .
25 3401 Computers § Software 20.00%| . - . . .
% 341 Transportation Equipment 20.00%; - - - - - - -
27 M2 Stores Equipment 4.00%) - - - - - . .
2 343 Tools, Shop & Garsge Equipment 5.00%) . . - - - . .
] 344 Laboratory Equipment 10.00%] - - . - - . .
30 345 Power Opersted Equipment £.00%) . - - . - - .
a1 M8 Communication Equipment 10.00%) . - - . - - -
a2 3T Miscesanaous Equipment 10.00%) - - - . - . .
23 348 Other Tangible Plant 10.00%| - - . - . . -
4 Plar Held for Futuce Use - - - . .
35

36 TOIALS 164,185 - - - - - . 109.456 3135818 273641

e




Uthity Source, LLC - Water Division Exhibit
Plant Additions and Retrements Rebuial Schoduie B2
Page 33
Wness: Bouresss
2007
NARUC Atowsed Plant Adpated Plant Adjsted
Line  Account Doprec. | Additions Plant Plant Retrements Plant Salvage  Depreciation Plam Acoum,
| do. _ Ne, Pascripion Bayg | (PerBeoip) Adusiments  Addfore  (Perfiogks} Befitoments ADONY  iCaludeied?  Balwrce Damrec,
1 301 Organization Cost 0.00%) - - . . -
2 302 Franchise Cost 0.00%| - - . . -
3 302 Land and Land Rights 0.00% - - - 210.000 .
4 304 Swuctures & mprovements 3.33%| - - 2431 72997 8508
5 305 CoMecting & impaunding Reservoirs. 2.50%)| - - . - -
§ 306 Lake, River, Canel intakes 2.50% - - - - -
7 307 Weds & Springs 3.33%) - - 88992 2071821 241471
8 308 Infiwaton Galleries 667% - - - - -
9 309 Rew Water Supply Maine 2.00% - - - - -
10 310 Powar Generstion Equipment 5.00%) - - 4370 87.400 15295
1- N Pumping Equipmont 12.50%) - - 19.839 150,711 69.438
w2 320 Water Treatment Equipment 2.33%, - - 183 5487 8@
13 3200 Water Treatment Plants 3.33%] - - - B .
o 302 Solution Chormical Faaders 20.00%] - - - - -
15 330 Diswibution Reservoirs & Standpipes 2.22% - - 7.436 321.452 24977
% 330.% Storage Tanks 2.22%) - - - - -
7o 302 Prossure Tenks £.00% - - - . .
18 331 Transmission & Oistribution Mains 2.00%| - - 2944 147.200 10.304
19 333 Senices - 2.39%) - - 2872 86,250 10,052
20 334 Mewrs 8.33% - - - . -
n 335 Hydans 2.00%] - - 630 34500 2418
22 335  Backiow Preventon Devices 6.67% . - R . .
3 339 Other Plard & Misc Equipmant 6.67% . - - - .
2 340 Offica Fumiture & Equipment 6.67% - . - . .
25 3401  Computars & Software 20.00% . - . . .
28 341 Transportation Equipment 20.00% - - . . -
27 342 Swres Equipment 4.00% . . - - .
28 U3 Took, Shop & Garage Equipment S.00%] - - - - .
29 344 Laborstory Equipment 10.00%| - - - . -
30 345  Power Operated Equipment 5.00%) - . . . R
1) 346 Cammunicsion Equipment 10,00%} - . - - -
32 347 Miscenecus Equipment 10.00% - - - . .
33 348 Othes Tangile Pland 10.00% - - - - -
3 Plant Hald for Future Use - - - . .
35
38 TOTALS - - - - - - J00.456 3105818 363087




Utility Source, LLC -Water DiVIsion Extasit
Plant Additiorw and Retirements. Retuttal Schediie B-2
Page 3.4
Amens: Sourases
2008
NARUC Altowsd Plant Adjusted Plant Adjusted
Line  Account Deprec. Addtions Plant Plant Retirsmerts Piant Satvags  Depraciaton Plant Accum,
No, Mo —Rescdogen Rate | (PorBooks) Adivstmerys  Addions  (Perfoois) Reffemonts ADONlY  (Calguamndi  Balbnce Dsprec,
) 301 Organizaton Cost 0.00%} - . . . -
2 W02 Frenchise Cost 0.00%] - - - - -
3 303 Land and Land Rights 0.00%| - . - 210.000 -
4 304 Stuctires & bmprovements 3.3% 6.251 6.251 . 2535 79.248 11.043
5 305 Colectng & Impounding Reservous 2.50%| - B - - .
3 308 Lake Rwes Canal lolakes 2.50%] - - - . -
? 07 vwals & Sphngs 3.33%] - 68,992 2071.821 310.482
& 308 inhlragon Galenes 6 R7%) . - - - -
¢ 300 Raw Water Supply Mams 2.00% - . - . -
0 3D Power Generation Ecquipment 5.00% 1725 1728 . 4a13 €9.125 19.708
" 31 Pumping Equipment 12.50% . - 19,839 158,714 89.275
12 320 vWeter Trawtmend Equipment 3.33%) . - 183 5.487 822
13 3200 Water Treatment Plants 3.33% - - - . -
M 302 Sakstion Chemical Fasders 20.00%] - - - . -
15 330 Diswibution Recenvoirs & Standpipes 2.22%| - - 7136 52 zn3
16 0.1 Storage Tanks 2.22%| - - - - .
7 %02 Proseurs Tonks 5.00%; - - - - .
19 3N Transmission & Diskibution Mains 200% - - 2,544 147,200 13,248
19 333 Services 3.33%| - - 2872 86,250 12925
20 334 Meers 8.33%| - - - - -
kil 335 Hydents 2,00% - - %0 34,300 3105
22 336 Baockfiow Preventon Davices 6.67%] - - - - -
2 332 Other Plent & Misc Equipment 6.87%| - - - . -
24 340  Office Fumiture & Equipment B.ET%] 2.552 2,552 - a5 2582 85
2% 3401 Compudera & Software 20.00% - - - - -
26 M1 Trancportation Equipment 20.00%] - - - - .
27 342 Swres Equipment 4.00%) - - - - -
28 343 Tools, Shop & Garage Equipment 5.00%| - - - - -
2 M4 Labormtory Equipment 10.00%] - - - . -
345 Power Operated Equipment 5.00%} - - - - -
1 346 Communicaton Equipment 10.00% - - . - -
32 M7 Misostarneous Equipmant 10.00%| - . - . .
33 348 Other Tangibla Plant 10.00% - - . - .
34 Plant Heid for Future Use - . - . -
%
36 TOTALS 10,528 - 10,528 - - - 108,689
—




Utility Source, LLC - Water Division
Plant Additions and Retsements

Exhibit

Rebuttal Schadule B-2
Page 35

Witness: Bourasse

2008
NARUC Aliowed Prant Adjusted

Line  Account Deprec. | Addifore Plant Plant Refirements  Retrament Plant Sshags  Depraciation Plant Ascum.
1 30t Orgenization Cost 0.00% - - - . .
2 302  Franchise Cost 0.00% - - . . .
3 303 Land and Land Righw 0.00% . - - 210,000 -
“ 304 Swuctares & Improvements 233% - - 2638 79248 13.687
B 305  Collecting & Impoundig Reservoirs 250% . - . - N
6 306 Lake. River, Cenal intskes 2.50%) - . - - -
7 307 Wells & Springs 3.33% 753,441 783,141 - 81,531 2,824,862 301,004
L 08 trvitranan Gallerss ©.67%] . - - - -
] 309 RawWater Supply Mains 2.00% - - - - -
10 310 Powes Generation Equipment 5.00% - - 4.456 89,125 24164
" 311 Pumping Equipment 12.50%| - - 19.839 158741 109,194
12 320 Water Treatment Equipment 3.33%| - - 183 5487 1,005
13 304 Water Tresiment Plarts 2.33% - . - - -
14 1202 Solsion Chemical Faedars 20.00% - . - . -
15 330 Distribution Reservoirs & Standpipes 2.22% - - 7136 371,452 39,248
16 33041 Storage Tanks 2.22% - - . - .
17 302 Prassure Tanks 5.00%| - - . - -
() 331 Yranwmission & Distribution Maine 2.00%| - - 2,944 147,200 16,192
9 333 Servioes 3.33%] - - 2,872 86.250 15,797
0 334 Meters £.33% - - - - -
Eal 336 My 200% - - 890 34,500 3,788
2 336 Backfiow Pravention Devices 6.67%| - - - - -
2 338 Other Plani & Misc Equipment 6.67%) - - - - -
24 340 Office Fumiture & Equipment 6.67%| - - 170 2552 255
25 340.%  Compuiers § Software 20.00%| . - . - -
2% 341 Transporaton Equipment 20.00% . - - - .
27 342 Swres Equipment 4.00%) - - - . .
» 343 Tools. Shop & Gerage Equipment 5.00% - - - - .
29 344 Lsborstory Equipment 10.00%| - . . - -
30 345 Power Operated Equipment 5.00% - - - - -
Nn 346 Communication Equipment 10.00% - - - . .
2 347 Miscellaneous Equipment 10.00% - - - . .
32 348 Other Tangible Plant 10.00% - - . - .
n Plart Hold for Future Use . . - - -
38
36 TOTALS 753.141 - 753,149 - . - - 122.461 3,959.487 6815.247




Uthity Source, LLC - Water Division
Plant Additions and Retiremends.

Rebutie) Schodule B-2
Page 38
Whnets: Bourssea

2070
NARUC Alowed Plam Adpssted Plat Adjusted
ime  Account Deprec. Additans. Plant fant Rotcemants  Refirement Plant Salvage Depreciation Plant Accum.
No, Mo Rescoption Bais [PerBooks) Adiveynenty  Agdifons  (PerBooksl Ackalipents Batremests ADOny Balance Reprec,

1 301 Organization Cost 0.00% - - - - .

2 302 Franchise Cost 0.00%| - - - - -

3 303 tand and Land Rights 0.00%] - - - 210,000 -

] 304 Stuctres & improvements 33% . - 2630 79.248 18,32
s WS Celedling & Impounding Reservoirs 2.50% . . - - -

6 306 Lake, Rives, Canal Intakes. 2.50%) . . . - .

7 307 Walle & Springs 3.33% - - 4071 2824962 486,065

8 308 Infvation Galleries B.67%) - . . . .

] 308 Raw Water Supply Maing 2.00% . - . . .
10 310 Power Genaration Equipment 5.00% - - 4458 89125 28621
" MY Pumping Equipment 12.50%] - - 19.839 158711 128,853
12 320 Water Trastment Equipment 33| - - 183 5.487 1188
13 3200 Water Treatment Plants 333% - - - - R
14 IW2 Sokstion Cherical Feeders. 20.00%; - - - - .
15 330 Distibulion Reservoirs & Standpipes 2.22% - - 7138 321,452 45,306
1% 331 Storage Tanks 2.22% . - - - -
17 3302 Prossure Tenks 5.00% - - - - .
18 33t Tranemission § Distribution Mains. 200% . - 2,944 147,200 19,136
19 333 Services 3.33%| . - 2,872 86250 18.669
20 334 Memn 8.33% - - - - -
n 335 Hydants 2.00% - - €0 34.500 4485
22 336 Backflow Preventon Duvices 8.67%) - - - .
23 338 Other Plant & Misc Equipment 6.67%) - - - - .
24 M0 Office Fuméture & Equipment 6.67% - - 170 2552 4z
25 3401 Computers § Software 20.00% - - - - N
2 341 Transportation Equipment 20.00%| - - - - -
27 342 Stwores Equipment 4.00% - - - . .
) 343 Tools, Shop & Gerage Equipment 5.00% - - - - -
29 M4 Laboratory Equignent 10.00% - . - . .
3 345 Powsr Operated Equipment 5.00%] - . - - -
31 346 Communication Equipment 10,00% - . - . -
32 347 Mescellaneous Equipment 10.00%] - - - - -
3 348 Ower Tangible Plart 10.00%, - - . - -
34 Plant Held for Future Use - . - . -
35
36 TOTALS - - - - - - - 135001 3959 487 75024




Utility Source, £ LC - Watar Division
Plant Additions and Retrements.

Exhibit
Rebutral Schadkle B-2

2011
NARUC Alowed Plank Adjusted Plant Adpusted

Line  Account Deprec. Addibiong. Pant Plart Refirements  Retrament Plant Salvage Depreciation Plant Accum,
e No Dexzipien __._!A&_ Cuclocktl Sdimneoy S Qoo Adosnets Roemow  ADOW

1 301 Orgenizaton Cost o - . . . .

2 2 Franchies Cost 0.00%) - - . - .

3 303 Land and Land Rights 0.00% - . - 210,000 .

“ 304 Stuctures & kmprovements 3.39%| 2500 2,500 - 2681 81,748 19.001

5 305 Collacing & Impounding Reservoirs 250% . . - . .

6 306 Lake, River, Canal intakes 2.50%] - - - . -

7 307 Vel & Springs 3.33%) 7.000 7,000 - 94.188 2.831,962 580,253

8 308 inhitration Gallorios 8.67%) - - - - -

9 308 Raw Water Supply Mains 2.00%| - - - - .
0 N0 Power Generation Equipment S5.00%| - - 4456 89.125 33,077
" 31 Pumgping Equipment 12.50%] - - 19.038 158,711 148,762
12 320 Water Treatment Equipment 3% - - 183 5.487 1310
13 3208 Water Treatment Plsnts 3.39% - - - N -
14 202 Solution Chamical Feetiars 20.00% - - . - -
15 330 Diswibuion Resenvoire & Standpipes. 2.23%| - - 7136 321,452 53522
6 3301 Storage Tanks 2.22% - - . . .
7 3302 Pressure Tanke 5.00%} - - - . -
18 331 Transmission & Distribution Mainy 2.00%| 14,432 14,432 - 3,088 161,632 2224
9 333 Services 3%, - - 2872 86,250 2540
20 334 Maisrs 8.33% - - . . -
7n 335 Hydrant 2.00%| - - 690 34,500 EXr)
22 335 BackAow Preventon Devices 6.67% - - - R .
23 339 Other Plant & Misc Equipment 6.57% - - - - .
24 340 Office Fumiture & Equipment 6.67% . - 170 2.552 5%
25 2401 Computers 8 Sofware 20.00% . - - R -
* 341 Teansportaton Equipment 20.00% - - - . .
27 32 Stocos Equipment 4.00% - N . - .
28 343 Took. Shop & Garage Equipment 5.00% - - . R -
23 344 Laboratory Equioment 10.00%| - - . - -
30 M5 Powsr Opersted Equipment 5.00% - - - . -
3 346 Communicavon Equipment 10.00%| - - . . -
az M7 wmisceltaneous Equipment 10.00%| - - - - -
13 348 Other Tangible Plant 10.00w| - . - . .
3¢ Plant Heid for Future Use - - - . -
£

36 TOTALS 2552 - 23,952 - - 5 - mw




Utility Source, LLC - Water Division Exhibit
Plant Additions and Retrementa Retusttal Schedkuts 8-2
Page 3.8
Witness: Bouressa
2032
NARUC Atawea Plant Adjmed Plart Adjusted
Une  Account Deproc. Additians Plant Plant Rotroments  Retrement Plant Plant Satvage  Depreciation Plant Accum.

) 307 Organizaton Cost 0.00% - - . - -

2 302 Franchise Cost 0.00% . - - - -
k) 303 Land and Land Righ 0.00% - - - 210,000 -
‘. 304 Skuctures & Improvements 3.33%, - - @75 (1.062) 212 72.967 20,662
s 305 Cotlecting & Impounding Reservoirs 2.50%] . - . R .

8 306 Lake, River, Canal Intakes 2.50% - - N - .

7 07 Wells & Springs 3.33% - - (1,470,423) @031 94,304 1.353,5398 381,185
3 308 Infiltration Gellerios 8.67%) - - - . .

9 309 RewWater Supply Maine 2.00%| . . . . .
"w 310 Powsr Generation Equipment 5.00%)| - - (1.725) (388) 4,456 87.400 37,148
1 311 Pumping Equipment 12.50% - - 0919 158,791 158,711
LH 320 Water Treatmend Equipment 3.33%| - . 18 5487 155
13 3201 Water Traatment Plants 3.33%) - . - . -
14 32032 Solution Chemicel Feaders 20.00% - . - - .
15 330 Distibuton Reservoirs & Standpipes 2.22%| - - 7.438 321,452 80,658
16 3309 Storage Tanks 2.22%) - - . - -
17 3302 Prewsure Tanks. 5.00%| . . . - -
18 331 Tewnemission & Distribution Mains 2.00%) - - 323 181,632 25457
19 333 Services 3.39%; - - 2872 86,250 4,413
20 334 Mewrs 233% - . . . .
2 335 Hydans 2.00%, - - 890 34,600 5,865
22 33  Beckflow Preventon Devices 6.67%| - - . - -
2 339 Other Plant & Misc Equipment £.67% - - . . .
2 340 Offce Fumiture & Equipment 6.67%) 2119 219 - 241 4672 w7
25 0.1 Computars & Software 20.00%, - - - . .
2% M) Transportason Equipment 20.00%] - - . . .
27 342 Swres Equipment 4.00%) - . . . .
2 343 Took. Shop & Garage Equipment 5.00%) - - . . .
2 344 Laboratory Equipment 10.00% - - - . .
0 345 Power Operated Equipment 5.00%) - - - . .
3 6 Cammunicaton Equipment 10.00% - - - . .
32 347 wescelianecus Equipment 10.00% - - . - .
33 348 Other Tangible Plant 10.00% - - . . .
34 Plant Held for Future Use . . N . .
35

36 101ALS 2119 - 2.119 - - - (1.488.899) {294,821 125.757 2.495 640 716,486

i




Utitlity Source. LLC - Water Division
Test Year Ended Decomber 31, 2012
Original Cos{ Rate Base Proforma Adjustments

Adjustmeant Number 2

Accymulated Depreciation

Exhibit

Rebuttal Schedule B-2
Page 4

Wilness: Bourassa

Line
No. Adjustpents
1 a B X ] E
: Rebuttal
3 diusted o n . " djusted
4 Acct. Accum. To Reconcile Plant Left Lefl Loft Lefl Accum.
5 Mo. Description Depr, To Reconstruction Blank Blaok Blank Blank Depr,
6 301 Organization Cost - - .
7 302 Franchise Cost - - .
-] 303 Land and Land Rights - - .
9 304 Structures and improvements 20,662 - 20,662
10 305 Colecting and Impounding Res, - - .
11 306 Lake River and Other Intakes - - -
12 307 Weils and Springs 381,185 - 381,185
13 308 Infiltration Galleries and Tunnels - - -
14 308 Supply Mains - - .
15 310 Power Generation Equipment 37,145 - 37,145
16 311 Eleciric Pumping Equipment 168,630 (9,919) 158,711
17 320 Water Treatment Equipment 1,553 - 1.553
18 320.1 Waler Treatment Plant - - -
19 320.2 Chemical Solution Feeders - - -
20 330 Dist. Reservoirs & Standpipe 60,658 - 60,658
21 330.1 Storage lanks - - -
22 330.2 Pressure Tanks - - -
23 331 Trans. and Disl. Mains 25,457 - 25,457
24 333  Services 24,413 - 24,413
25 334 Meters . - -
26 335  Hydrants 5,865 - 5,865
27 336 Backflow Prevention Devices - - -
28 339 Other Plant and Misc. Equip. - - -
28 340  Office Fumiture and Fixtures 837 - 837
30 340.1 Compulers and Software - - .
3 341 Transportation Equipment - - -
32 342 Stores Equipment - - .
a3 343 Tools and Work Equipment - - .
34 344 Laborstosy Equipment - - .
35 345 Power Operaled Equipment - - .
36 346 Conmwnunications Equipment - - .
37 347  Miscellaneous Equipment - - -
38 348  Other Tangible Plant - - -
39 - - .
40 TOTALS s 726,406 § ©.919) 3 - s TS T8 716,486
41
42 Accumulated Depreciation per Books H 726,406
4
“ { n d D ] 9,918)
45
a6 Adjustment to Accumulaled Depreciation $ " 9192
47
48 SUPPORTING SCHEDULES
49 B-2, pages 4.1
50 B-2, pages 4.2
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Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 4.1

Adjustment Number 2 - A

Reconcilation 1o Reconstructed Accumulated Depreciation

Acct
No.
301
302
303
304
305
306
307

309
310
3t
320
320.1
320.2
330
3301
330.2
331
333

338
336
339
340
340.1

342
343

345
346
347

Description

Organization Cost

Franchise Cost

Land and Land Rights
Structures and Improvements

Collecting and Impounding Res.

Lake River and Other Intakes
Wells and Springs

infiltration Galleries and Tunnels

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatment Equipment

Water Treatment Plant

Chemical Soiution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backftow Prevention Devices

Other Plant and Misc. Equip.

Office Fumiture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipment

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

Communications Equipment

Miscellaneous Equipment

Other Tangible Plant

Plant Held for Future Use
TOTALS

PPORTIN EDULE
B-2, pages 4.1
B-2, pages 3.3-3.9

Accumulated
Adjusted Adjusted Depreciation
Accumuiated Accumulated Per Plant
Depreciation Depreciation Reconstruction  Difference
20,662 20,662 20,662 -
381,185 381,185 381,185 -
37,145 37,145 37,145 -
168,630 168,630 188,711 {8,919}
1,553 1,653 1,683 -
60,658 60,658 60,658 -
25,457 25,457 25,457 -
24,413 24,413 24413 .
5,865 5,865 5,865 -
837 837 837 -
$ 726,406 $ 726,406 $ 716,486 $ (2,919)

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments

Adjustment 3

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Computed balance at end of test year
Adjusted balance at end of test year
Increase (decrease)

Adjustment to CIAC/AA CIAC
Label

SUPPORTING SCHEDULES
E-1
B-2, page 5.1

$

Gross
CIAC
294,745

294,745

3a

Exbibit

Rebuttal Schedule B-2
Page 5.0

Witness: Bourassa

Accumulated
Amortization
$ 95,670
3 96,938
$ (1,267)
$ 1,267
3b




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rebutal Schedule B-2
Contributbns-in-aid of Constnetion (CIAC) Page 5.1
Witness: Bourassa
Line
No. ] 2007 | 2008 I 2009
1 Balance Balance Balance Balance Balance
2 12/3v2005 121312006  Additions 12/3¥2007  Additi 12/312008 Additions 12312008
3
4
5 Gross CIAC 294,745 294,745 294,745 294,745 294,745
6
7 Amorlization Decsion No. 70140 16,207
8  Amortzation Rale 367% 3.67% 3.66% 3.27%,
9  Amortization 10,817 10,817 10,788 9,638
10 Accumuiated Amortization 27,024 37,841 48,629 58,267
11
12 NetCIAC 278,538 267,721 - 256,904 - 246,116 - 236,478
13
14
15
16 | 2011 | 2012
17 Balance Balance Balance
18 12/3%2010  Additions 12/312011 Additions 12/392012
19
20
21 Gross CIAC 294,745 - 294,745 - 294,745
22
23
24 Amortzation Rate 3.60% 3.59% 5.50%
25 Amortzation 1061 10,581 16,211
26 Accumuiated Amortization 68,878 79,459 96,670
27 '
28 NelCIAC 225,867 - 215,285 - 199,076
29




Line

co~vonawn =

19
20
21
22
23
24
25
26
27
28
29
30

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment 4

Customer Deposits

Computed balance at end of test year
Book balance at end of test year

Increase (decrease)

SUPPORTING SCHEDULES
Testimony
Work papers

5,885

5,885

Exhibit

Rebuttal Schedule B-2
Page 6.0

Witness: Bowrassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Computation of Working Capital

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)
Pumping Power (1/24 of Pumping Power)

Purchased Water (1/24 of Purchased Water)

Prepaid Expenses

Total Working Capital Allowance

Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax
Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

SUPPORTING SCHEDULES:
E-1

Exhibit

Rebuttal Schedule B-5
Page 1

Witness: Bourassa

$ 10,275
2,783

$ 13,058
3 -
Adjusted Test Year
$ 212,069
$ (1,475)
7,464

57,091

66,787

_$ 82,202
K 10,275

RECAP SCHEDULES:

B-1




Line

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Income Statement

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Fuel For Power Production
Chemicals
Materials and Supplies
Office Supplies and Expense
Contractual Services - Accounting
Contractual Services - Professional
Contractual Services - Maintenance
Contractual Services - Other
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp. - Other
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation and Amortization Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses

Operating Income

Other Income (Expense)
interest income
Other income
interest Expense
Other Expense

Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDYLES:
C-1, page 2
E-2

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa
Rebuttal Rebuttal
Test Year Test Year Proposed Adjusted
Adjusted Adjusted Rate with Rate
Results Adjustment Resuits Increase inciease
$ 202,743 $ - $ 202,743 $ 226,783 § 429,526
5,261 (1,820) 3,441 3,441
$ 208,004 $ (1,820} § 206,184 $ 226,783 % 432,967
$ - - $ - $ -
66,787 - 66,787 66,787
1,460 - 1,460 1,460
12,257 - 12,257 12,257
2,399 - 2,399 2,399
20,253 - 20,253 20,253
9,651 - 9,651 9,651
8,107 (6,637) 1,470 1,470
- (1.750) (1,750) {1,750)
2,186 - 2,186 2,186
10,000 6,667 16,667 16,667
19,976 {2,366) 17,610 17,610
57,728 (637) 57,091 57,091
7,530 (66) 7,464 2,737 10,201
(2,064) 590 (1,475) 44,890 43415
$ 216,269 $ (4,200) $ 212,069 $ 47,627 $ 259,696
$ (8,265) $ 2,380 $ (5,885) $ 179,157 § 173,271
- - 3 - § - § -
k (8,265) § 2380 % (5.885) § 179,157 & 173,271

RECAP SCHEDULES:
A-1




Utility Source. L1.C - Water Division
Test Year Ended December 31, 2012
income Statement

Exhibit

Rebultatl Schedule C-1
Page 2.1

Witness: Bourassa

LABEL>>>>> 2 3 s & z
Test Year

Line Adjusted Property Rate Revenue Water Auto Telaphone
No. Results Depreciation laxes  Casebxpense  Adiystment Testing Expense  Expense

1 Revenues

2 Metered Water Revenues $ 202743

3 Unmetered Water Revenues -

4 Other Water Revenues 5,261 {1.820)

s $ 208004 § T8 B} -3 (1.820) § s B .
6 Operating Expenses

7 Salaries and Wages $ -

8 Purchased Water -

9 Purchased Power 66,787

10 Fuel For Power Production -

1 Chemicals 1.460

12 Materials and Supplies 12,257

13 Office Supplies and Expense 2,399

14 Contractual Services - Accounting 20,253

15 C t Services - i 9.851

16 C | Services - -

17 Contractual Services - Other .

18 Water Testing 8,107 {6,637)

19 Rents -

20 Transportation Expenses - 1,750}

21 Insurance - General Liability 2,186

22 Insurance - Health and Life -

X Reg. Comm. Exp. - Other -

24 Reg. Comm. Exp. - Rate Case 10,000 8,667

25 Miscellaneous Expense 19,976 (2,366)
26 Bad Debt Expense -

27 Deprec. and Amort. Exp. 57,728 ©37)

28 Taxes Other Than Income -

29 Property Taxes 7,530 (66)

30 income Tax {2,064)

31 Total Operating Expenses $ 216289 § (637) § ©6) $ 6.667 § - $ (683§ (1,750 $  (2,366)
32 Operating income 3 (8,265) § 637 § 66 § (6,6687) $ (1820 § 6637 § 1750 § 2,366
33 Other income (Expense)

34 Interes( Income .

35 Other income -

36 Interest Expense -

37 Other Expense -

a8 .

39 Total Other Income (E. S - [] - $ - $ - $ - $ - $ . $ -
40  Net Profit (Loss) S 8.265) § 8373 % $ ©667) S (1820) § €637 8§ 1150 § 2366




Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
income Statement

Exhibit

Rebuttal Schedule C-1
Page 2.2

Witness: Bourassa

Line
No.
1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
a Other Water Revenues
5
6 Operating Expenses
7 Salaries and Wages
8 Purchased Water
9 Purchased Power
10 Fuel For Power Production
11 Chemicals
12 Materials and Supplies
13 Office Supplies and Expense
Rl C | Services - i
15 Contractual H -F
16 o] | Servi - Mai
7 Contractual Services - Other
18 Water Testing
19 Rents
20 Transportation Expenses
21 Insuranca - General Liability
22 Insurance - Heallh and Life
23 Reg. Comm, Exp. - Other
24 Reg. Comm. Exp. - Rate Case
25 Miscellaneous Expense

26 Bad Debt Expense
27 Deprec. and Amort. Exp.

28 Taxes Other Than income
29 Property Taxes
30 Income Tax

31 TYotaf Operating Expenses
32 Operating Income
33 Other Income (Expense)

34 Interast Income
35 Other income
36 interasl Expense
37 Other Expense
38

39  Total Other Incoms {(Expense)
40  Net Profit {Loss)

49

42 SUPPORTING SCHEDUIES:
43 c-2

44 E-2

8 Rebuttal Rebuttal
Intentionally Tesl Year Proposed Adjusted
Left income Adjusted Rete with Rate
Blank Taxes Results Increase Increase

$ 202743 § 226783 § 429,528

3,441 3.441

$ - $ H - $ 206184 § 226,783 § 432,967
3 - $ -

66,787 66,787

1,460 1,460

12,257 12,257

2,399 2,399

20,253 20,253

9,651 9,651

1470 1,470

1,750} (1.750)

2,188 2,188

16,667 16,667

17,610 17610

§7.081 57,081

7.484 2,737 10,201

590 (1,475) 44,890 43.415

s - S $ 590 $ 212089 $ 47627 $ 259,696

$ - s $ (590) $ (5,885) § 179,157 § 173,271
$ - 8 $ -3 ] - 3 -

$ - $ $ (590) $§ {5885) § 179,157 § 173,271

AP
C-1, page 1




Line

Revenues
Expenses

Operating
income

Interest
Expense

Other
Income /
Expense

Net Income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Rebuttal Schedule C-2
Page 1

Witness: Bourassa

1 2 3 4 8 6 ubtotal
Depreciation Property Rate Case Revenue Water Auto
Expense Taxes Expense Adjustment Jesting Expense
(1.820) (1,820)
(637) (66) 6,667 (6,637) (1,750) (2,423)
637 66 (6,667) (1,820) 6,637 1,750 603
837 66 (6,667) (1,820) 6,637 1,750 603
Adjustments to Revenues and Expenses
7 8 9 10 kA Subtotal
Intentionally intentionally Intentionally
Telephone Left Left Left Income
Expnese Blank Blank Blank Taxes
(1,820)
(2,366) - - - 590 - (4,200)
2,366 - - - (690) - 2,380
2,366 - - - (590) - 2,380
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Adjusted Adjusted
Acct. Original Non-depreciable/ Originai Proposed
No. Description Cost Eully Depreciated Cost Rates
301  Organization Cost - - - 0.00%
302 Franchise Cost - - - 0.00%
303 Land and Land Rights 210,000 (210,000) - 0.00%
304  Structures and Improvements 72,997 72,997 3.33%
305 Collecting and Impounding Res. - - 2.50%
306 Lake River and Other Intakes - - 2.50%
307  Wells and Springs 1,363,538 1,353,539 3.33%
308 Infiltration Galleries and Tunnels - - 6.67%
309  Supply Mains - - 2.00%
310 Power Generation Equipment 89,125 89,126 5.00%
311 Electric Pumping Equipment 158,711 (158,711) - 12.50%
320 Water Treatment Equipment 5,487 5,487 3.33%
320.1  Water Treatment Plant - - 3.33%
320.2 Chemical Solution Feeders - - 20.00%
330 Dist. Reservoirs & Standpipe 321,452 321,452 2.22%
330.1 Storage tanks - - 2.22%
330.2 Pressure Tanks - - 5.00%
331 Trans. and Dist. Mains 161,632 161,632 2.00%
333  Services 86,250 86,250 3.33%
334 Meters - - 8.33%
335 Hydrants 34,500 34,500 2.00%
336 Backflow Prevention Devices B - - 6.67%
339  Other Plant and Misc. Equip. - - 6.67%
340 Office Furniture and Fixtures 2,947 2,947 6.67%
340.1 Computers and Software - - 20.00%
341  Transportation Equipment - - 20.00%
342  Stores Equipment - - 4.00%
343  Toois and Work Equipment - - 5.00%
344  Laboratory Equipment - - 10.00%
345 Power Qperated Equipment - - 5.00%
346 Communications Equipment - - 10.00%
347  Miscellaneous Equipment - - 10.00%
348  Other Tangible Piant - - 10.00%
TOTALS $ 2496640 $ (368,711) § 2,127,929
Gross CIAC Amort. Rate
Less: Amortization of Contributions $ 294,745 3.1143%

Total Depreciation Expense
Adjusted Test Year Depreciation Expense
Increase (decrease) in Depreciation Expense

Adjustment to Revenues and/or Expenses

SUPPORTING SCHEDULE

B-2, page 3

“Fully Depreciated

Exhibit

Rebuttal Schedule C-2
Page 2

Witness: Bourassa

Depreciation
Expense

2,431

45,073

4,456

183

$ 56,270
s (8,179)
$ 57,091
57,728

637

$ 637,
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No,
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 2

Property Taxes
DESCRIPTION
Company Adjusted Test Year Revenues
Weight Factor

Subtotal (Line 1 * Line 2)

Company Recommended Revenue

Subtotal (Line 4 + Line 5)

Number of Years

Three Year Average (Line 5/ Line 6)

Department of Revenue Mutilplier

Revenue Base Value (Line 7 * Line 8)

Plus: 10% of CWIP (intentionally excluded)

Less: Net Book Value of Licensed Vehicles

Full Cash Value (Line 9 + Line 10 - Line 11)

Assessment Ratio

Assessment Value (Line 12 * Line 13)

Composite Property Tax Rate - Obtained from ADOR

Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Tax on Parcels

Total Property Taxes (Line 16 + Line 17)

Test Year Property Taxes

Adjustment to Test Year Property Taxes (Line 18 - Line 19)

Property Tax on Company Recommended Revenue (Line 16 + Line 17)
Company Test Year Adjusted Property Tax Expense (Line 18)
Increase in Property Tax Due to Increase in Revenue Requirement

Exhibit
Rebuttal Schedule
Page 3
Witness: Bourass:

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24)

Increase in Revenue Requirement

Test Year Company

as adjusted Recommended

$ 206,184 $ 206,184

2 2

412,368 412,368

206,184 432,967

618,552 845,336

3 3

206,184 281,779

2 2

412,368 563,557

412,368 563,557

20.0% 20.0%

82,474 112,711

9.0503% 9.0503%

$ 7,464 $ 10,201
$ 7.464
3 7,530
_$ (66)

$ 10,201

$ 7,464

$ 2,737

$ 2,737

$ 226,783

1.20671%

Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27)
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Estimated Rate Case Expense
Estimated Amortization Period in Years
Annual Rate Case Expense

Adjusted Test Year Rate Case Expense
Increase(decrease) Rate Case Expense
Adjustment to Revenue and/or Expense

Reference
Testimony

$

$
$

$

50,000

w

16,667
10,000
6,667

6,667

Exhibit

Rebuttal Schedule C-2
Page 4

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Adjustment

Revenue Adjustment

Total Revenue from Annualization

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment # 1

$

Exhibit

Rebuttal Schedule C-2
Page 5

Witness: Bourassa

(1,820)

$ (1.820)

$ {1.820)
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 5

Water Testing

Staff Recommended Water Testing Expense
Adjuste Test Year Water Testing Expense

Adjustment to purchased power expense (rounded)

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #3

$ 1,470

$ 8,107

$ 56,637!
(63

Exhibit

Rebuttal Schedule C-2
Page 6

Witness: Bourassa




Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 6

Auto Expense

Test Year Auto Expense
Staff Recommended Auto Expense

Adjustment to Revenues

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #4

$ 1,500
3,250

$ 1,750
(1,750)

Exhibit

Rebuttal Schedule C-2
Page 7

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 7

Telephone Expense

Staff Recommended Telephone Expense
Adjusted Test Year Telephone Expense

Adjustment to Revenues

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #5

$ 2,366

4,732
$ 2,366
$ (2,366)

Exhibit

Rebuttal Schedule C-2
Page 8

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

Intentionally Left Blank

Exhibit

Rebuttal Schedule C-2
Page 9

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 9

Intentionally Left Blank

Exhibit

Rebuttal Schedule C-2
Page 10

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and/or Expenses
Adjustment Number 11

Income Taxes

Exhibit

Rebuttal Schedule C-2
Page 12

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
Compauted Income Tax $ (1,475) 3 43,415
Test Year iIncome tax Expense (2,064) (1,475)
Adjustment to Income Tax Expense $ 590 $ 44,890

SUPPORTING SCHEDULE
C-3, page 2




Utility Source. LLC - Water Division "Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Line Gross

No. _Description Revenues
Combined Federal and State Effective Income Tax Rate 20.036%

Property Taxes 0.965%

Total Tax Percentage 21.001%

Operating income % = 100% - Tax Percentage 78.999%

WO DN WN

13 1 = Gross Revenue Conversion Factor
14  Operating Income % 1.2658

25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3, page2 A-1
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DOCKET NO. WS-02676A-12-0196

Utility Source. LLC - Water Division Exhibit
Yest Yoar Ended Decernber 31, 2012 Rebuttal Scheduie C-3
Page 2
Witness: Bourasaa

GROSS REVENUE CONVERSION FACTOR

Line A @) © (] € i3]
No Desaiption
ior of 5

1 Revenue 100.0000%

2 Uncollecible Factor {Une 11} 0.0000%

3 Revenues (L1-12) 100.0000%

4 Combined Federal and State income Tax and Property Tax Rale (Line 23) 21.0009%

§  Subtotal (L3 - L4) 76.9991%

§  Revenue Conversion Factos L1 LE) 1.265838

Calgutation of Uncollectible Factor:

7 Unity 100.0000%

B Combined Federal and State Tax Rate R17) 20.0360%

9  One Minus Combined Income Tax Rate (L7-18} 78.9640%

10 Uncoltectible Rate 0.0000%

11 Uncollectible Factor (L9 L10 ) 2.5000%

y frogti Rete

12 Operating Income Before Taxes {Arizona Taxable Income) 100.0000%

13 Arizona State Income Tax Rate 3.157%

14 Federal Taxable Income (112 - L13) 96.8473%

15 Applicable Federal Income Tax Rate (LS5 Cof F) 17.4329%

16 Effective Federal Income Tax Rate (114 x L15) 16.8833%

17 Combined Federal and State income Tax Rate (L13 +L16) 20.0350%

Caicylation of Effective Property Tax Factor

18 Unity 100.0000%

19 Combined Federal and State come Tax Rate (L17) 20.0360%

20 One Minus Combined Income Tax Rate (L18-119) 79.9640%

21 Property Tax Factor 1.2067%

22 EMective Property Tax Factor {L20°121) 0.9649%
23 Combined Federat and State ncome Tax and Propenty Tax Rate {L17+122) 71,0005%

24 Required Operating income 173271

25 AdjustedTest Year Operating Income (Loss) $ (5.88%)

26 Required Increase in Operating income (L24 - L25) $ 179,157
27 Income Taxes on Recommended Revenue (Col. (F), L52) $ 43,415

28 income Taxes on Test Year Revenue (Col. (C), L52) $ {1,475)

29 Required Increase in Revenue 10 Provide for Income Taxes (L27 - L28) $ 44,880
3 Revenue 3 432,967

31 Uncoliectible Rate (Line 10) 0.0000%

32 1 ible Expense on Revenue (L24 * 125) s -

33 Adjusied Test Year Uncollectible Expence $ -

34 Required Increase in Revenue to Provide for Uncollectibie Exp. s -

35 Property Tax with Recommended Revenue $
36 Property Tax on Test Year Revenuve 3
37 increase in Property Yax Due fo Increase in Revenue (L35-136)
38 Total Required Increase in Revenue {126 ¢ 129 + 137)
{A) {€} © E]
Co Recommended
Tax Yotal Water Total Water
39 Revenue $ 206,184 $ 432,96 $ 432,967
40 Operating Expenses Excluding income Taxes . 213.544 218,281 216281
41 Synchronized interest (L47) - -
42 Aizona Taxable Income (L39 - L40 - L41) $ s 216,687 $ 216,687
43 Avizona State Effective income Tax Rate (see work papers) 3.1527%| 3.1527%.
44 Asizona Income Tax (L2 x L43) 3 3 6.831 3 [¥33)
45 Federal Taxable income (L42- L44) s 3 209,855 $ 209,855
46  Federal Tax Rate 17.4329%) 17.4329%, 17.4329%!
47 Federal Tax s $ 36.584 $ 36,584
48
@
50
51
52
53 Tolal Federal income Tax ] $ 36,584 3 36,584
$4  Combined Federal and State income Tax (L35 + L42) $ s 43415 (3 43415 '
55 COMBINED Applicable Federal Income Tax Rate |Col. [D}, L.53 - Col. [A), L53 / [Col. [O}, L45 - Col. [A), L45) 1.829%
56 Applicable Federal iIncome Tax Rate [Col. {E), 153 - Col. IB), L53] / [Col. [E}, L4S - Col. [B), L45} 0.0000%
57 YATER Applicable Federal Income Tax Rate [Col. [F], L53 - Col. (C]. L53]/ {Col. [F), L45 - Col. [C). L43) 17.4320%
ol ion of jnterast jzati qu Water
58 Rate Base 3 1575,19¢ | 8 1,575,194
59 Weighted Average Cost of Debi 0.0000%) 0.0000%)
60 Synchronized interest (L59 X L60) E] - -




Utility Source, LLC - Water Division Exhibit
Revenue Summary Rebuttal Schedule H-1
Test Year Ended December 31, 2012 Page 1

Witness: Bourassa

Total Total Percent Percent
Revenues Revenues of of
at at Present Proposed
Line Present Proposed Dollar Percent Water Water
No. Meter Size Classification Rates Rates Change Change Revenues Revenues

1 3/dinch Residential $ 159,301 § 327,130 $ 167,829 105.35% 77.26% 75.56%
2 3/4 Inch Commercial 322 811 490 152.32% 0.16% 0.19%
3 2inch Commercial 38,120 89,877 51,757 135.78% 18.49% 20.76%
4 2 Inch Irrigation 1,776 3,898 2,122 119.50% 0.86% 0.80%
5

6  Bulk/Construction 3,482 7,339 3,856 110.74% 1.69% 1.69%
7

8

9  Subtotals of Revenues $ 203,001 § 429,056 $ 226,055 111.36% 98.46% 99.10%
10  Revenue Annualizations:

1 3/4 Inch Residential $ 328 $ 634 $ 306 93.31% 0.16% 0.15%
12

13

14

15 BulConstruction - - - 0.00% 0.00% 0.00%
16  Subtotal Revenue Annualization 328 634 306 83.31% 0.16% 0.31%
17

18 Total Revenues w/ Apnualization $ 203,328 % 429689 § 226,361 111.33% 98.61% 99.24%
19 Misc Revenues, as adjusted 3,441 3,441 - 0.00% 1.67% 0.79%
20 Reconciling Amount (585) (163) 422 -72.14% -0.28% -0.04%
21 Total Revenues $ 206,184 § 432,967 $ 226,783 109.99% 100.00% 100.00%
22

23
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15
16
17
18
19

Customer
Classification

angd/or Meter Size
34 Inch Residential
3/4 inch Commercia!
2 Inch Commercial
2 Inch Irrigation
Construction/Bulk
Totals

Actual Year End Number
of Custorners:

Utility Source, LLC - Water Division
Analysis of Revenue by Detailed Class
Test Year Ended December 31, 2012

(a)
Average
Number of
Customers
at Average Present Proposed
Rates
320 4,123 $ 3858 % 75.54
1 1,667 26.50 66.86
3 115,286 1,004.10 2,268.34
1 - $ 148.00 $ 324.86
1 26,251 290.19 611.56
326
327

Exhibit

Rebuttal Schedule H-2
Page 1

Witness: Bourassa

Pr Ingr
Dollar Percent
Amouynt Amount
$ 36.96 95.81%
40.36 152.30%
1,264.24 125.91%
$ 176.86 119.50%
321.36 110.74%

Percent
of

98.16%
0.31%
0.92%
0.31%

0.31%

100.00%
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Customer
Classification
and/or Meter Size
3/4 Inch Residential
3/4 inch Commercial
2inch Commercial
2 Inch {rrigation
Construction/Bulk
Totals
Actual Year End Number

of Customers:

Utltity Source, LLC - Water Division
Analysis of Revenue by Detailed Class
Test Year Ended December 31, 2012

()
Average
Number of

Customers

at
1213172012
320

Medlan Present
Consumption Rates
3,500 $ 35.30
1,500 $ 25.70
65,000 613.40
- $ 148.00
40,501 437.69

Proposed
Rates
$ 69.48
$ 64.23
1,348.61
$ 324.86

921.50

Docekt No. WS-04235A-13-0331

Exhibit

Rebuttal Schedule H-2
Page 2

Witness: Bourassa

P 1
Dollar Percent
Amount  Amount
$ 34.18 96.83%
3853  149.93%
73521 119.86%
$ 17686  119.50%

483.82 110.54%

Percent
of
Customers
98.16%
0.31%
0.92%
0.31%

0.31%

100.00%




Utility Source, LLC - Water Division
Revenue Breakdown Summary
Present Rates

Exhibit

Rebuttal Schedute H-2
Page 3

Witness: Bourassa

Monthly Commodity Commodity  Commodity
Mins First Tier  Second Tier Third Tier Total

3/4 Inch Residential $ 71262 $§ 54684 $ 23774 $ 9,908 $ 159,629
3/4 Inch Commercial $ 222§ 89 $ 11 $ - $ 322
2 Inch Commercial $ 5328 $ 14424 $ 18,368 $ - $ 38,120
2 Inch irrigation $ 1,776 § - $ - $ - $ 1,776
Construction/Bulk $ 222 % 3260 $ - $ - $ 3,482

TOTALS $ 78810 $§ 72457 § 42,153 $ 9,908 § A 203,328

Percent of Total 38.76% 35.64% 20.73% 4.87% 100.00%

Cummulative % 38.76% 74.40% 95.13% 100.00%

Amount % of Revenues

Monthly Minimum Reven $ 78810 38.76%

Commodity Revenues

Lowest Commodity Rate $ 54,773 26.94%

Middie Commodty Rate $ 38,209 18.79%

Highest Commodity rate $ 31536 15.51%

Subtotal Commodity Revenues §$§ 124,518 61.24%

Total Revenues $ 203,328 100.00%




Utility Source, LLC - Water Division Exhibit
Revenue Breakdown Summary Rebuttal Schedule H-:
Proposed Rates Page 4

Witness: Bourassa

Monthly Commodity Commodity Commodity

Mins First Tier Second Tier Third Tier Total

3/4 Inch Residential $ 156,420 $ 93,9838 $ 52,297 $ 25,059 §$ 327,764
3/4 Inch Commercial $ 487 $ 291 ¢ 33 $ - $ 811
2 Inch Commercial $ 11695 $ 31,729 $ 46,454 $ - $ 89,877
2 Inch Irrigation $ 3898 $ - % - % -8 3,898
Construction/Bulk $ 487 $ 6851 § - $ - $ 7,339

TOTALS $ 172988 $ 132,860 $ 98,783 $ 25059 $ 429,689

Percent of Total 40.26% 30.92% 22.99% 5.83% 100.00%

Cummulative % 40.26% 71.18% 94.17% 100.00%

Amount % of Revenues

Monthly Minimum Revenues $ 172,988 40.26%

C i v

Lowest Commodity Rate $ 94,280 21.94%

Middle Commodty Rate $ 84,058 19.56%

Highest Commodity rate $ 78,364 18.24%

Subtotal Commodity Revenues $ 256,701 59.74%

Total Revenues $ 429,689 100.00%
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Utility Source, LLC - Water Division
Test Year Ended December 31, 2012

Present and Proposed Rates
Present Proposed
Monthly Usage Charge for: Rates Rates Change
Meter Sige {Alt Classes):
5/8x314 nch $ 1850 § 4061 § 2211
3/14 Inch 18.50 4061 2.1
1inch 46.50 101.52 56.02
112 Inch 92.50 203.04 110,54
2 Inch 148.00 324.86 176.86
3inch 296.00 649.72 353.72
4inch 462.50 1,0156.19 552,69
6 Inch 925.00 2,030.38 1,105.38
alions In Ming lags: - -
{Per 1,000 gallons}
Present Proposed

Commodity Rates Block Role Bate
5/8x3/4 Inch (Residential, Commercial) 1 galions to 4,000 gallons $ 480 § 8.25

4,001 gallons to 9,000 gallons $ 716 § 15.75

over 9,000 gallons $ 860 $ 2175
34 Inch Meter {Residential, Commercial) 1 gailons to 4,000 gallons $ 480 § 8.25

4,001 gallons to 9,000 gations $ 716 § 18.75

over 9,000 galions $ 860 § 21.75
1 Inch Meter (Residentiat, Commercial) 1 galions to 27,000 gallons $ 480 § 15.75

over 27,000 gallons $ 7.16 § 2175
1.5 Inch Meter (Residential, Commercial) Over Minimum up to 57,000 galions $ 480 § 15.75

Over 57,000 gations $ 716 $ 2175
2 Inch Meter (Residential, Commerciat) 1 gallons 10 94,000 galions H 480 § 16.75

over 94,000 gallons $ 7.6 § 21.75
3 inch Meter {Residential, Commercial) 1 galions 10 195,000 galions $ 480 $ 15.75

over 195,000 gallons $ 716§ 2175

NT = No Tariff

Exhibit
Rebutial Scheduie H-3
Page 1

Percent

Change

119.50%
119.50%
118.32%
119.50%
119.50%
119.50%
119.50%
119.50%




Utility Source, LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Scheduie H-3
Present and Proposed Rates Page 2

c
3

{Per 1,000 galions)
Present Proposed
Conmwnodity Rates Block Rote Rate
4 Inch Meter (Residential, Commaercial) 1 gallons 10 309,000 gallons 4.80 15.75
over 309,000 galions 7.16 21.75

4.80
7.16

15.75

6 Inch Meter (Residential, Commerciat) 1 galions to £15,000 gallons
2175

over 615,000 gallons

ocm~Nonswnaff

10 Irrigation Meters Al gallons 9.26 15.75

1035 2175

12 Standpipe or Bulk All galions

@ A B A ewn
®» A B AN Lw

14 Construction Al gallons 10.35 21.75

39

40

41

42  Construction/Standpipe All gallons NT $ 21.75
43

44 NT = No Taniff
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Utllity Source, LLC - Water Division Exhibit
Present and Proposed Rates Rebuttal Schedule H-3
Test Year Ended December 31, 2012 Page 3
Witness: Bourassa
Meter and Service Lipe Charges'
Present Proposed
Present Meter Proposed Meter
Service Install- Total Service Instail- Total
Line ation Present Line ation Proposed
arge arge Charge Charge Charge Charge

5/8 x 3/4 Inch $ 52000 $ 38500 $ 13500 § 52000
3/4 inch 575.00 415.00 205.00 620.00
1inch 660.00 465.00 265.00 730.00
112 inch 900.00 $20.00 475.00 995.00
2 Inch Turbo 1,525.00 800.00 995.00 1,795.00
2 inch, Compound 2,320.00 800.00 1,840.00 2,640.00
3 Inch Turbo 2,275.00  1,015.00 1.620.00 2,635.00
3 Inch, compound 3,11000  1,135.00 2.495.00 3,630.00
4 Inch Turbo 3.360.00 1,430.00 2,570.00 4,000.00
4 Inch, compound 4,475.00 1,610.00 3,545.00 5,155.00
6 Inch Turbo 6,035.00  2,150.00 4,925.00 7,075.00
6 Inch, compound 8,050.00 2,270.00 6.820.00 9,090.00

! Based on ACC Staff Engineering Memo dated Feburary 21, 2008

Other Charges:
Establishment 20.00 $ 20.00
40.00 *Removed
50.00 S 50.00
40.00 “Removed |
20.00 $ 20.00
Minimum Deposit Requirement PER RULE PER RULE
PER RULE PERRULE
Re-establishment (Within 12 months) PER RULE PER RULE
$ 2000 $ 20.00
1.5% 1.5%,
$ 1000 $ 0.00
1.5% 1.5%
uested Meter Test $ 2000 $ 20.00
After hours service chaige $ 4000 $ 40.00
Moving Cusiomer Meter (at customer reguest) Cost Cost

(3) $5.00 minimum or 1.5% of unpaid balance whichever is greater.

* After hours service charge wilt apply when service requested by customer afier hours.




REBUTTAL SCHEDULES
WASTEWATER DIVISION
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income
Current Rate of Return

Required Operating iIncome
Required Rate of Return
Operating Income Deficiency
Gross Revenue Conversion Factor

Increase in Gross Revenue
Requirement

Adjusted Test Year Revenues

Iincrease in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification
3/4 Inch Residential
3/4 Inch Commercial
2 Inch Commercial

Revenue Annualization
Subtotal

Other Water Revenues
Reconciling Amount
Rounding

Total of Water Revenues

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1

Exhibit

Rebuttal Schedule A-1
Page 1

Witness: Bourassa

$ 825,856
(83,387)
-10.10%
$ 90,844
11.00%
$ 174,232
1.2021
$ 209,436
$ 119,464
$ 209.436
$ 328,900
175.31%
Present Proposed Dollar Percent
Rates Rates Increase Increase
$ 92479 $ 287,729 $ 195,250 211.13%
114 740 626 547.81%
23,698 36,829 13,131 55.41%
- 0.00%
173 L 567 327.23%
[ 116,465 $ 326,039 % 209,574 179.95%
3,441 3,441 - 0.00%
(442) (580) (138)  31.22%
- 0.00%
$ 119464 $ 328,900 § 209,436 175.31%
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012

Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:
Advances in Aid of Construction

Contributions in Aid of Construction
Accumulated Amortization of CIAC

Customer Meter Deposits
Deferred Income Taxes & Credits

Plus:

Unamortized Finance
Charges

Prepayments

Materials and Supplies

Allowance for Working Capital

Total Rate Base

SUPPORTING SCHEDULES:

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
$ 1,397,271 $ 1,397,271
455,092 455,092
$ 942 179 $ 942 179
197,973 197,973
(86,715) (86,715)
5,065 5,065
$ 825,856 $ 825,856




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 1
Witness: Bourassa
Rebuttal
Adjusted Adjusted
atend atend
Line of Proforma of
No. Test Year Adjustment Test Year
1 Gross Utility
2 Plant in Service $ 1,397,271 - $ 1,397,271
3
4 Less:
5 Accumulated
6  Depreciation 455,064 28 455,092
7
8
9  Net Utility Plant
10 in Service $ 942,207 $ 942,179
11
12 Less:
13  Advances in Aid of
14 Construction - - -
15
16  Contributions in Aid of
17 Construction - Gross 197,973 - 197,973
18
19  Accumulated Amortization of CIAC (86,711) (4) (86,715)
20
21 Customer Meter Deposits - 5,065 5,065
22  Accumulated Deferred Income Tax - - -
23 -
24 -
25
26 Plus:
27  Unamortized Finance
28 Charges - - -
29 Prepayments - - -
30 Materials and Supplies - - -
31 Working capital - - -
32 -
33
34 Total $ 830,945 $ 825,856
35
36
37
38
39
40
41
42
43
44
45 SUPPORTING SCHEDULES: RECAP SCHEDULES:
46 B-2, pages 2 B-1
47 E-1
48
49
50
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Utility Source. LL.C - Wastewater Division
Test Year Ended December 31, 212
Original Cost Rate Base Proforma Adjustmerts

Exhibit

Rebuttal Schedule B-2
Page 2

Witness: Bourassa

_Proforma Adiustments Rebutal
Adjusted 1 2 3 4 ] Adjusted
atend . Intentionally at end
of Plant-in- Accumulated Customer Left of
Jest Year Senvice Deptedation CIAC Deposits Blank Test Year
Gross Utility
Ptant in Service $ 1,397.271 - $ 1,397,271
Less:
Accumutated
Depredaation 455,064 28 455,092
Net Utility Plant
in Service $ 942,207 $ - $ (28) $ - $ - $ $ 942,179
Less:
Advarces in Aid of
Construction - .
Contributons in Aid of
Construction (CIAC) 197,973 197,973
Accumutated Amort of CIAC (86,711} {4) {86,715)
Customer Meter Depasits - 5,085 5.065
Accumulated Deferred Income Taxes - -
Plus:
Unamorlized Finance
Charges - -
Prepayments - -
Materials and Supples - -
Allowance for Cash Working Capital - - -
Tolat $ 830,945 $ - $ 28 § 4 $ 5, @ $ $ 825,856

PPORTIN OULES:
B-2, pages 3-5
€1




Line
No.
1
2
3
4 Accl.
s Rescription
[ 351  Organization Cosl
7 352 Franchise Cost
8 353 Land and Land Rights
9 354  Structures & Improvements
10 355 Power Generation Equipment
1" 360 Colisction Sewers - Force
12 361 Collection Sewers - Gravity
3 362 Special Collecting Structures
14 363 Servcies to Customars
15 364 Flow Measuring Devices
16 365 Flow Measuring Installations
17 366 Reuse Sarvices
18 367 Reuse Melers and Meter Installation:
19 370 Receiving Wells
20 371 Pumping Equipment
21 374 Reuse Distribution Reserviors
22 375 Reuse Transmission and Distributior
23 380  Treatment & Disposai Equipment
24 3681 Plant Sewers
25 382 Outfall Sewer Lines
26 389  Other Plani & Misc Equipment
27 390 Office Fumniture & Equipment
28 390.1 Computers & Software
29 391  Transportation Equipment
30 392 Stores Equipment
31 393 Tools, Shop & Garage Equipment
2 394 Lasboratory Equipment
33 385 Power Operated Equipment
34 396 Communication Equipment
5 397 Miscellaneous Equipment
36 388 Ofiher Tangible Plant
37 TOTALS
38
39 Planl-in-Service per Books
a0
41 in Piant.
42
43 Adjustment to Plant-in-Service
44
a5
46 B-2, pages 3.1
47

S,

Utitity Source. LLC - Wastewater Division

Test Year Ended Dacember 31,2012

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1

Exhibit

Rebutiat Schedule B-2
Page 3

Witness: Bourassa

Plantin-Servi
Adjysiments
A B [+ D £
Adjustments Rebutial
Adjusted quired {0 Adjusied
Qriginal Reconcile to Left Left Left Lefl Original
Cost Beconstrvction Blank Blank Slaok Siank Cosl
105,000 - 105,000
56,350 - 66,350
2,879 - 2,879
260,553 - 260,553
60,375 . 60,375
3,450 . 3,450
903,992 - 803,992
4,672 (421) 4,251
- 421 421
$ 1397271 § (] $ - H 1.397.271
$ 1,397,271
i N
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Utility Source. LL.C - Wastewater Division
Test Year Ended December 31, 2012

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 -A

Reconcilation to Reconstructed Plant-in-Service

Acct.

No. Description

351 OQrganization Cost

352 Franchise Cost

353 Land and Land Rights

354 Structures & Improvements

3556 Power Generation Equipment

360 Collection Sewers - Force

361 Collection Sewers - Gravity

362 Special Collecting Structures

363 Servcies to Customers

364 Flow Measuring Devices

365 Flow Measuring Installations

366 Reuse Sefvices

367 Reuse Meters and Meter Installatior
370 Receiving Wells

371 Pumping Equipment

374 Reuse Distibution Reserviors

375 Reuse Transmission and Distributio
380 Treatment & Disposa Equipment
381 Plant Sewers

382 Qutfall Sewer Lines

389 Other Plant & Misc Equipment
390 Office Fumniture & Equipment
390.1 Computers & Software

391  Transportation EQuipment

392 Stores Equipment

393 Tools, Shop & Garage Equipment
394 Laboratory Equipment

395 Power Operated Equipment

396 Communication Equipment

397 Miscellaneous Equipment

398 Other Tangible Plant

TOTALS $

SUPPORTING SCHEDULE
B-2, pages 3.2-3.8

Adjusted Plant
Orginal Per Adjustment
Cost Reconsiruction equir
105,000 105,000 -
66,350 56,350 -
2,879 2,879 -
260,553 260,553 -
60,375 60,375 -
3,450 3,450 -
903,992 903,992 -
4,672 4,251 (421)
- 421 421
1,397,271 § 1,397,271 § 0)

Exhibit

Rebuttal Schedule B-2
Page 3.1

Witness: Bowrassa




Utility Source, LLC - Wastewatar Division Extibit
Flant Addinons and Reraments Rabutal Schedule 8-2
Page 3.2
Winess: Bouresea
Per Ducision 70140 2008
NARUC Alowed Accum. Plant Plant Adpsted
Line  Accoumt Dsprec. Plant at Deprec, At Adoitions Plant Plani Retrsmonts  Retrament Plant Satvage  Depreciaton Plart Accum.

1 351 Organizeton 0.00%) - . - - - - -

2 352 Franchise 0.00%; - - - - - - -

3 353 Land 0.00%| 105,000 - - - - 105,000 -

4 354 Structures & Improvements 3.33%| 56,350 2815 - - 1876 56,350 4691
B 355 Powsr Generstion 5.00% 2878 216 - - 144 2879 360
& 350 Collection Sewer Forced 2.00% - - - - - - .

7 361 Collecton Sewsrs Grevity 2.00%| 260.553 1817 - - 5211 260,553 13,020

8 362 Specisi Collecting Structures 2.00% - - - - . - .

9 363 Customer Services 2.00% 80.375 181 - . 1,200 3019
10 364 Flow Measuring Devices 10.00%| . - - - - - -
10 385 Flaw Measuing installatons 10.00% - . - . . - -
10 386 Reuse Services 2.00%) 3450 £18 - - ® 3.450 587
12 367 Reuse Meters And Inetaliation 8.33% - - - - -
13 370 Receiving Wells 3.33% - . - - - - -
14 371 Pumeing Equipment 12.50% - - - . - . .
15 374 Reuse Ditibution Reservoirs 2.50%) - - - - -
16 375 Reuss Trams. and Oist System 2.50% - - - - -
t7 360 Trestment 4 Disposal Equipment 5.00% 890,485 66,786 - - 44,524 890,485 I
16 381 Piant Sewars 5.00%] - - - - - - -
19 382 Owfad Sewer Lines 3.33% - - - - - - -
20 388 Other Sewer Plant & Equipment 6.67%] - - - - - - -
21 390 Office Fumiture & Equipment 6.67% - - - - - - -
22 3801 Computers and Softwere 20.00%] - - - - - - -
23 391 Transportation Equpment 20.00% - - - - - - -
24 382 Swres Equpment 4.00% - - - - - . .
25 393 Tools Shop And Garage Equip 5.00%f - - . - - - -
%6 3«4 Laborstory Equip 10.00% - - - . . - .
2% 395  Powsr Operated Equipment 5.00% . N - - - - .
26 336  Communication Equip 10.00%) . - . . - - -
2% 387 Wasceileneous Equipment 10.00%] - - - - - - -
26 398 Other Tangible Plant 10.00% - - . . . . .
kel - . - - - . -
£ - - - - . - -
n - - - - - -
32 - - - - - -
33 - - - - . .
Y] - - . - -
35
36 TOTALS 1.379,082 79.962 - - - - - - - 53,032 1.379.092 132.995

o e ———




Utility Source, LLC -Wastewater Division Exhidit
Plant Additions and Retirements. Robutiel Schodule 8-2
Page 33
Winess: Bourasaa
2007
NARUC Allowsd Plant Adjaind Plam Adiosted
Line  Account Deprac. Addtions Plent Plant Retroments  Retrament Plant Salvage Depraciation Plant Accum.

1 351 Organizaton 0.00%) - - - . -

2 352 Franchise 0.00%| . - - - -

s 353 Land 0.00%) . . - 105,000 -

4 354 Stuctires & Improvements 3.33% . - 1876 56.350 8568
B 355  Power Gensration 5.00%| - - 144 2878 504
6 360 Collection Sewer Forced 2.00%| . . - - -

b4 361 Collection Sewsrs Gravity 2.00% - - s 260.553 18.238
3 362 Special Collecting Stuctres 2.00%| - - - - -

? 363 Comtomer Sarvices 2.00% - . 1,208 60,375 4226
10 384 Flow Measuring Devices 10.00%] . - - - .
10 365 Fiow Mcesunag inataliations 0.00%) - - . - .
10 386 Reuse Services 2.00% - - 27 3.450 856
12 367 Reuss Moters And instafetion 8.33% - - - . .
13 370 Receiving Wails. 3.33%) B - - - -
Y437 Pumeng Equibment 12.50% - - - . .
15 374 Reuse Diswibution Reservous 250% - - - - -
16 375  Reuse Trane. and Drst. System 2.50%) - - - - -
17 380 Trestment & Disposal Equipment 5.00%| - - 44524 890,485 165,835
18 381  Plani Sewers 5.00% - . - . .
19 382 Outfall Sawes Lines 3.23%) - - - - -
20 323 Ofher Sowes Plart & Equipment 6.67%) - . - - -
21 350 Office Fumiture & Equipment 6.67%) - - - - -
22 3901 Computers and Softwers 20.00% - - - - -
23 391 Tesneportavon Equipment 20.00% R - - . . .
24 332 SwreeEqupment 400% - - - - -
E 393 Took, Shop And Gerage Equip 5.00%| . - - - .
26 394 Laboratary Equip 10.00%| - - - - -
2 395 Power Operated Equipment 5.00% . . . . .
Ed 396 Communication Equip 10.00% - - - - -
26 397 Miscellanecus Equipment 10.00%] - . - - -
26 358 Ower Tangible Plant 10.00% - - - . -
® - - . - .
0 - . . . -
»n - - - . -
32 B . - - .
33 - - - - -
34 - - . - -
L3

36 TOTALS - - - - - - - 53,032 1,379,082 186,027




Utility Source, LLC - Wastewater Dtviston Exhibit
Plant Additions and Retremants Rebutial Schedule B-2
Page 34
VMitness: Bourassa
2008
NARUC Alowed Plard Adjsited Plant

Line  Account Deprec. Addidone Piant Plant Reframents  Retirement Plant Salvage Deprecistion Plart Accum.
No, Mo, Descripien B (PorBooks)  Adistments  Addons  (PecBooks) Adistnonts Rofremens ADOnk (Coladetod)  Batance Deoteg.

1 351 Organizetion 0.00%| - . . . .

2 352 Franchise 0.00%; - - - . -

3 153 Land 0.00%| - - . 105000 -

a 354 Swucwres & brpravements 3.33%| . - 1876 56,350 84w

5 355 Power Generation 6,00% - - 144 2,879 648
L] 360  Collecton Sawsr Forced 200%| - - - - -

? 381 Collscion Sewers Gravily 2.00% - - sm 260,553 23,450

L 362 Specisl Collectng Structures 2.00%; - - - . -

9 383 Customer Services 200% . - 1,208 80,375 5434
10 364 Flow Measuring Devices. 10.00% - - - - -
10 365  Flow Measuring Installations 10.00%; - - - - -
10 366 Reuse Servicas 2.00%) - - o 3450 75
12 367  Reuse Metars And Instalabon 8.33%| - - . - -
13 370 Racaiving Weks 333% - - - . .
19 371 Pumping Equipment 12.50%) - - - . -
18 374 Reuss Distribution Reservoirs. 250%) - . - - -
1% 375 Reuse Trane. and Dist System 2.50%) - - - - -
7 380 Treatment & Disposal Equipment 5,00%] 13,507 13607 - 44,862 903,992 200,897
18 381 Plani Sewers 5.00%| - . - - -
19 382 Outial Sewer Lines 235%| . . - - -
20 388 Other Sawer Plant & Equipment 8.67% - - . - -
2 390 Office Fumiture & Equipment 8.67%| 2552 2552 - 85 2552 -]
22 390.1 Computers snd Software 20.00%| - - - . .
23 301 Teaneportation Equipment 20.00%| - . - . R
4 382 Stores Equipment 4.00%| . - - . .
25 383 Toolk. Shop And Garage Equip 5.00% - . . . .
26 394 Laborstory Equip 10.00%| - - - . -
2% 395  Powset Operated Equipment $.00% - - - - -
26 396 Comvnunication Equip 10.00%, - - - - -
26 367  wiscellaneous Equipment 10.00% - . - - .
26 388 Other Tangible Plarm 10.,00%] - - - . -
29 - - . . -
30 . . - - -
n . - - . .
2 - - - .
13 - . - - -
34 - - . . .
35 ]
36 TOTALS 16,059 - 16.058 - - - - 53,455 1,385,151 238,482

e o L




Utifity Source, LLE - Wastewater Division
Plant Additione and Retrements

Exhibit

Robuttal Schedule 8-2
Page 35

Witness: Bourassa

BRYBEYERRRIRERY

TOTALS

NARUC Alowed

Line  Account Oeprec.
| No. Mo Bezeupion B |
1 151 Orgevizution 0.00%
2 352 Franchise 0.00%|
3 353 Land 0.00%]
4 354 Swucuwes & Improvements 3.33%)
5 355  Power Generaton 5.00%,
L 360 Collecton Sewer Forced 2.00%|
r 361 Collecton Sewers Gravity 200%|
8 362 Special Callectng Structses 200%
g 363 Customer Services. 2,00%,
10 364 Flow Measuring Devices 10.00%]
10 365  Flow Messwing instalasone 10.00%)
10 366  Reuse Services 200%]
12 367 Reuse Msters And inatallstion 8.33%)
17 370 Receiving Wolks 3.33%)
14 37t Pumping Eauipment 12.50%
15 374 Reuse Distibuion Reservoirs 250%
16 375 Reuse Trane. and Dist, System 250%)
7 380 Trestnent & Disposal Equipment 5.00%|
18 3851 Plant Sewers 5.00%]
9 382 Outfell Sewer Lines 3,33%/
0 389 Other Sewar Plant & Equipment 8.67%|
2 380 Offce Fumiture & Equipment 6.67%
2 3901 Computers and Software 20.00%
2 381 Transportation Equipment 20.00%|
392 Stores Equpment 4.00%
393 Took. Shop And Garage Equip 5.00%
394 Laboratory Equip 10.00%
395 Power Opersted Equipment 5.00%)
396 Communication Equip 10.00%,
397 Miscellaneous Equioment 10.00%|
308 Omher Tangible Plant 10.00%;

Plant Accum.
Balance Desrec,

106,000 -
56,350 10321
2279 792
260,563 28661
60,375 8641
3.450 794




ULty Source, LLC - Wastewster Division Extivit
Plani Additions and Rebrements Robuttal Schedule B-2
Page 36
VWiress: Bourasea
2010
NARUC Alowed Plant Adpsted Plart Adpssted
Line  Account Deprec. Addons Plant Plant Retrements  Retrament Flant Sshags  Depreciston Plant Acourn.
| do Mo — Rescripion Bye | (erbooks) Adummernts  Addtons  (PerBocks) Adustmons Retioments  ADONY  (Cakisied)  Balance Deprec,
1 351 Organizetion 0.00%| - - . - .
2 352 Franchise 0.00%) - - - . .
335 L 0.00%/ - - - 105,000 -
4 354 Stuctures & improvaments 3.33%| - - 1878 56,350 12,187
§ 355 Powsr Genecation 5.00%| - - 144 2879 036
6 380 Cobection Sewer Forced 2.00%] - - - . -
T 381 CoNection Sewers Gravity 2.00%) - - 5,211 260,563 3872
8 382 Specal Colecting Structures 200%) - - - - .
9 363 Customer Services 200%] - . 1,208 60.375 7.849
10 364  Flow Measuring Devices 10.00%| . . - - -
10 365  Flow Measuring instalietons 10.00%| - - . . .
10 366 Reuss Servicas 2.00%| - - 69 3450 863
12 367  Reuss Meters And Instailation £.33%) - - - - -
13 370 Recaiving Wells 2.33%] - - - . .
W 31 Pumeing Equipment 12.50% - - - - .
1§ 374  Reuse Distribution Reservoirs 2.50%) - . . . .
16 375 Reuse Trans. and Dist System 2.50% - - . . .
17 380 Timatmen! & isposal Equipment 5.00%) . - 45,200 903,502 291,096
18 381 Plant Sewers 5.00%) - - - - .
19 382 Outtll Sewer Linos 3.33% - - - - -
20 389 Othes Sewer Plant & Equipment 6.67%) - - . . .
21 390 Offce Fumitre & Equipment 6.67%/ - - 170 2862 426
22 3901 Computars and Sowere 20.00%| - - - - N
23 391 Trensportation Equipmant 20.00%| - - - - .
24 392 Stores Equement 4.00%] - - . . .
25 393 Took. Shop And Garage Equip 5.00%} - - - . .
76 394 Laborstory Equip 10.00%) - - . - .
2 395 Power Operated Equipment 5.00%) - - - . .
2% 296 Comwmuncation Equp 10.00%| - - - . .
26 387 Misce#aneous Equipmant 10.00% - - - - R
26 398 Other Tangible Plart 10.00%, . - - - .
b2l - - . R -
3 - - - . .
n - - - - .
2 - - - - .
33 - B . - -
M - - . - .
3
36 TOTALS B - < - - - - 53,878 1.395,151 341,37




Utiity Souree, LLC - Wastewatsr Division Exhibit
Ptant Additions and Retraments. Rebuttal Schedule 82
Page 3.7
Winess: Bourassa
201
NARUC Alowed Plant Adusted Plont
Line  Account Deprec. Additons Plent Plant Retirements  Retrament Plont Salvage Depreciaton Plant Accum,
Pescripion Bag § [erBockesl Adwaiments  Addfions  (Perfookst Aduetment Reftemecs ADOply  [Calculited)  Salagce Dancec,

1 351 Orgenization 0.00%] - - . . .

2 352 Franchise 0.00% - - - . .

3 353 Land 0.00%) - . - 106,000 -

4 364 Swuctures & mprovements 3.33%| - - 1.876 66,350 14,073
§ 355 Power Generstion 5.00%) - - 144 2479 1.080
6 380  Cobacion Sewer Forced 2.00%] - . - - .

7 261 Collecton Sewsrs Gravity 200% - . 5211 260,553 19,083
3 362 Special Colacting Stuclures 200%| - - . . .

] 363 Customer Services. 2.00%)| - . 1.208 60.375 9,058
10 364 Flow Measwring Devices 10.00%] - . - - .
10 365  Flow Measuring instaliations 10.00%) - - - . .
10 366  Reuse Senvices 200% - - ) 3450 832
12 367 Reuse Meters And Instatation £.33%) - . . - R
13 370 Roceiving Wolls 333% - . - - .
14 371 Pumping Equipment 12.50% - - - - .
15 374 Reuse Distibusion Resarvows 250%) - - . - .
16 375 Reuse Trans. and Dist System 250% B . . . .
17 380 Tieakment & Disposal Equipment 5.00%| - - 45.200 903,992 336,296
18 381 Plant Sewsrs 5.00%] - B - - .
19 382 Outfal Sewer Lines 3.33%] - - - .
20 389 Other Sewsr Plart & Equipment £67%) - . - - .
21 390  Offce Fumitwe 8 Equipment 6.67%) - - 170 2852 96
22 300 Computers and Software 20.00% - - - - .
23 391 Traneportation Equipment 20.00%) - - - B -
24 392 Swres Equipment 4.00%] - - - . .
25 391 Took. Shop And Garage Equip 5.00%] - - - - .
26 394 Laborawry Equip 10.00% - - . - .
26 395 Power Operated Equipment 5.00%] - - - . .
26 336 Communication Equip 10.00%| - - - - .
26 397  Miscellaneous Equipment 10.00%] - - . - -
26 396  Othar Tangible Piant 10.00% - - . . .
» - - - - .
20 - - . - .
31 . - - - -
32 - - - - -
33 - - . - .
3 - . - . .
35
% TOTALS - - - - - - 1.385.151 401315

=




Utility Source, LLC -Wastewater Division Extubit
Piant Additions and Resroments Rebutiel Scheduls 8.2
Page 3.8
" : Bouras
2012
NARUC Allowsd Plart Adpsind Plant Adjusted
tine  Account Degprec. Additions Plort Retromenta  Retrement Plant Saivage  Depreciaton Plant Acoum,
No N Rescrioton B (Ferfocksl Odiotments  Addfione  (PerBook) Adimiment Reframents AROnl  (Calustod)  Balangy Detngg,
1 351 Organization 0.00% - - - - -
2 352 Franchise 0.00% - - - . -
3 388 tand 0.00%] . . . 105,000 .
4 354 Stuctures & Improvamonts 333% - - 1876 56,350 15,950
S 355  Power Generation 5.00% - - 144 2879 1224
§ 380  CoMection Sewsr Foroed 200% - - - - -
T 361 Colection Sewers Gravity 2.00% - - s 260,553 44,294
8 382 Spocial Collecting Structres 2.00% - - - . -
9 383 Customer Servces 2.00%| - - 1.208 60,375 10,264
10 364 Flow Messuring Devices 10.00% - . - . .
10 365 Flow Messuring Instalisvone 10.00%| - . - - -
10 366 Reuse Senvices 2.00% - . 6 3,450 1.001
12 367 Rwuse Meters And Instaliaion 8.33% - . - . -
13 370 Receiving Welis 3.33% - B - . .
14 171 Pumping Equipment 12.50% - - . . -
15 374 Reute Diribution Resarvons 2.50%| - - - . -
16 375 Reuse Teans. and Dist. System 2.50%| - - . . -
17 380 Yrewbment & Dispossi Equipment 5.00%) . . 45.200 903.992 381,495
18 381 Plant Sewers 5.00% . . . . -
19 382 Owisk Sewer Lines 3.33% . - - -
20 380 Other Sewer Plant & Equpment £67% - . - . -
21 390 Office Fuminuee & Equipment 6.67%| 1.698 1,698 - 27 4251 823
22 3901 Computers snd Sofware 20.00% a1 2 - @ LRl a2
k< 381 Transportation Equipment 20.00% . - . - -
x 392 Swores Equipment 4.00% - - - . -
p-) 383 Took. Shop And Garage Equip 5.00%) - - - . -
26 384 tabarstery Equip 10.00%; . . . . .
26 305  Power Operated Equipment 5.00%| . . . . .
% 3% Communicetion Equip 10.00% - - - - -
26 367 Miscekaneous Equipment 10.00% . . . . .
26 388 Otwr Tangible Plant 10.00% - - - . -
» - - - . -
£ - - - - -
n - - . - -
22 - - - - -
n - - . . -
M - . - - -
3%
36 TOTALS 2,119 2119 - - - - 2977 1.397.21 455,002
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Acct.

No. Descripion
351 Organization Cos!
352 Franchise Cost
353 Land and Land Rights
354 Structures & Improvements
355 Powar Genaration Equipment
360 Collection Sewers - Force
361 Collection Sewers - Gravity
362 Speciai Collecting Structures
363 Servcies to Customers
384  Flow Measuring Devices
365 Fiow Measuring Installations
366 Reuse Services

Wtility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rale Base Proforma Adjustmenis
Adjusiment Number 2

Accumulated Depreciation

A -]
Adjusiments

Adiusiments

Exhibit

Rebuttal Schedule B-2
Page 4

Wilness: Bourassa

Rebuttal

Adjusted quired to i
Accum. Reconcile to Left
Depr. Reconstruction Biank
15,950 .
1,224 .
44,204 -
10,264 .

1,001 .

367 Reuse Metors and Meter Installations - -

370 Receiving Wells
371 Pumping Equipment
374  Reuse Distribution Reserviors

375 Reuse Transmission and Distribution -

380 Trestment & Disposal Equipment
381  Plant Sewers

382 OCutfall Sewer Lines

389 Other Plant & Misc Equipment
390 Office Fumiture & Equipment
380.1 Compulers & Software

391 Transportation Equipment

392  Stiores Equipment

381,495 -

837 14
42

393 Tools, Shop & Garage Equipment - -

394 Laboratory Equipment

395 Power Operated Equipment

396 Communication Equipment

397 Miscellaneous Equipment

398  Other Tangible Plant
TOTALS

Accurmulated Depreciation per Books

Left

Left

Adjusted
Left Accum.

Blank  Depr,

15,950
1.224

44,294
10,264
1,001

381,485
823
42

$ 455,064 $ 28§

in A Dep!

B-2, pages 4.1

s - $ 455,002

3 455,064

$ 28
$ 28




Line

Reconcilation to Reconstructed Accumulated Depreciation

Acct.
No,
351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 -A

Description

Organization Cost

Franchise Cost

Land and Land Rights

Structures & Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Servcies to Customers

Flow Measuring Devices

Flow Measuring Installations
Reuse Services

Reuse Meters and Meter Installatior
Receiving Wells

Pumping Equipment

Reuse Distribution Reserviors
Reuse Transmission and Distributic
Treatment & Disposa Equipment
Plant Sewers

Outfall Sewer Lines

Other Piant & Misc Equipment
Office Furniture & Equipment
Computers & Software
Transportation Equipment
Stores Equipment

Tools, Shop & Garage Equipment
Laboratory Equipment

Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

Other Tangible Plant

TOTALS

SUPPORTING SCHEDULE
B-2, pages 3.2- 3.8

Accumulated
Adjusted Depreciation
Accumulated Per Plant Adjustment
Depreciation ~ Reconstruction  Required
15,950 15,950 -
1,224 1,224 -
44,294 44,294 -
10,264 10,264 -
1.001 1,001 -
381,495 381,495 -
837 823 {14)
- 42 42
#REF! $ 455,092 $ 28

Exhibit

Rebuttal Schedule B-2
Page 4.1

Witness: Bourassa




z
CENOO AN S S
° 3

Utility Source. LLC - Wastewater Division

Test Year Ended December 31, 2012

Original Cost Rate Base Proforma Adjustments

Adjustment 3

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Computed balance at end of test year

Adjusted balance at end of test year

Increase (decrease)

Adjustment to CIAC/AA CIAC

Label

SUPPORTING SCHEDULES

E-1
B-2, page 5.1

Gross
CIAC
$ 197,973
$ 197,973
$ .
j&:
3a

Exhibit

Rebuttal Schedule B-2
Page 5.0

Witness: Bourassa

Accumulated
Amortization

$ 86,715
$ 86,711
$ 4

S @

3b




Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Conftributons-in-aid of Construdion (CIAC)

c
3
a

CIAC

Amoriization Decsion No. 70140
Amortization Rate

Amortization (1/2 y convention)
Accumulated Amontization

Net CIAC

Ciac

Amoriization Rate
Amortization {1/2 y convention)
Accumulated Amortization

Net CIAC

WRNNRNNNNDRODNRNA = o - Py
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Exhibit
Rebutial Schedule 8-2
Page 5.1
Witness: Bourassa
C 2006 I 2007 T 2008 T 2609
Balance Balance Balance Balance Balance
12/312005 Additi 12/31/2006 Additions 12/31/2007 Additions 12/31/2008 Additions 121312009
197,973 197,973 197,973 197,973 197,973
12,425
4.16% 4.16% 4.14% 4.18%
8,240 8,240 8,203 8,268
20,665 28,908 37,108 45,37
185 548 - 177,308 - 769,067 - 160,855 - 152,597
2010 1 2011 1 2012
Balance Balance Balance
Additions 12/312010 Additions 12/31/2011 Additions 12/312012
- 197,973 - 197,973 - 197,973
4.18% 4.18% 4.18%)
8,268 8,268 8,269
70,178 78,446 86,715
B 127,795 B X - 111,258 |




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 6
Adjustment 4 Witness: Bourassa

Customer Deposits

Line

Staff recommended balance $ 5,065

Book balance at end of test year $ -

No.
1
2
3
4
5
6
7
8

Increase (decrease) $ 5,065
9

10

11

12

13

14

15

16

17

18

18 SUPPORTING SCHEDULES
20  Testimony

21

22

23

24

25

26

27




Line
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Utility Source. LLC - Wastewater Division Exhibit

Test Year Ended December 31, 2012
Computation of Working Capital

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense)
Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Prepaid Expenses

Total Working Capital Allowance

Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax
Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

SUPPORTING SCHEDULES:

E-1

Rebuttal Schedule B-5
Page 1
Witness: Bourassa

$ 16,175
1,092

527

$ 17,795
s -
Adjusted Test Year

$ 202,851
$ (15,616)
4,401

45,791

12,659

26,213

_$ 129,403
s 16,175

RECAP SCHEDULES:

B-1
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Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Scheduie C-1
Income Statement Page 1
Witness: Bourassa
Rebuttal Rebuttal
Test Year Test Year Proposed Adjusted
Adjusted Adjusted Rate with Rate
Resuits Adjustment Results increase increase
Revenues
Flat Rate Revenues $ - $ - 3 - $ - $ -
Unmetered Water Revenues 116,023 - 116,023 209,436 325,458
QOther Water Revenues 5,261 (1,820) 3,441 3,441
$ 121,284 3 (1,820) § 119,464 § 209,436 § 328,900
Operating Expenses
Salaries and Wages $ - - $ - $ -
Purchased Water - - - -
Purchased Power 26,213 - 26,213 26,213
Sludge Removal 12,659 - 12,659 12,659
Chemicals 5,400 - 5,400 5,400
Materials and Supplies 7,187 - 7,187 7.187
Office Supplies and E xpense 2,446 - 2,446 2,446
Contractual Services - Accounting 20,135 - 20,135 20,135
Contractual Services - Professional 1,920 - 1,920 1.920
Contractual Services - Maintenance - - - -
Contractual Services - Other 46,650 - 46,650 46,650
Water Testing 5,669 8,858 14,527 14,527
Rents - - - -
Transportation Expenses 3,250 (1,750) 1,500 1,500
Insurance - General Liability 2,186 - 2,186 2,186
Insurance - Heaith and Life - - . -
Reg. Comm. Exp. - Other - - - -
Reg. Comm. Exp. - Rate Case 10,000 6,667 16,667 16,667
Miscellaneous E xpense 13,162 (2,366) 10,786 10,786
Bad Debt Expense - - - -
Depreciation and Amortization Expense 45,744 48 45,791 45,791
Taxes Other Than Income - - - -
Property Taxes 4,476 (75) 4,401 2,576 6,977
Income Tax (13,545) (2,071) (15,616) 32,628 17,012
Total Operating Expenses $ 193,541 $ 9310 $ 202,851 § 35204 3 238,056
Operating Income $ (72,257) $ (11,130) $ (83,387) $ 174,232 § 90,844
Other Income (Expense)
Inferest Income - - - -
Other income - - - -
Interest Expense - - - -
Other Expense - - - -
Total Other Income (Expense) $ - $ - $ - $ - $ -
Net Profit (Loss) $ (72,257) $ (11,130) $ (83,387) § 174,232 $ 90,844
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-1, page 2 A-1
E-2




Wiility Source. LLC - Wastewater Division
Tesl Year Ended December 31,2012
Income Statement

Exhibit

Rebuttal Schedule C-1
Page 2.1

Wilness: Bowrassa

LABEL>>>>> 1 H 3 4 £ & 1
Test Year Rale
Line Adjusted Property Case Revenue Water Auto Telephone
o, Resuits Depieciation  Taxes Expense Adiusimers Iesting Exnense Expense
1 Revenues
2 Flat Rate Revenues 3 -
3 Measured Revenues 116,023
‘ Other Water Revenues 5.261 (1,820)
s [} 121284 § - $ - 3 - 3 (1.820) $ 3 - 3 -
6 Operating Expenses
7 Salaries and Wages $ -
8 Purchased Water -
1] Purchased Power 26213
10 Sludge Removal 12,659
17" Chemicals 5,400
12 Materisls and Supplies 7.187
1 Office Supplies and Expense 2446
14 Contractual Services - Accounting 20135
15 Comactual Sesvices - Protessional 190
16 Contraciual Services - Maintenance -
17 Contractual Services - Other 46,650
18 Wate: Testing 5,669 8,856
19 Rents -
20 Transporiation Expenses 3,250 {1,750)
21 Insurance - General Liabitity 2,186
2 Insurance - Health and Life -
23 Reg. Comm. Exp. - Other -
24 Reg. Comm Exp. - Rale Case 10,000 6,667
25 Miscellaneous Expense 13,152 {2,3%66)
26 Bad Debt Expense -
27 Deprec. and Amort. Exp. 45,744 48
28 Taxes Other Than Income -
29 Pioperty Taxes 4476 ()
30 Income Tax (13.545)
»n
32 Total Oparating Expenses 3193541 _§ 48 3 75 3 6667 8§ % XN (1.750) % 2.366)
33 Operating Income s (72257) § (“8) § 78 (6.667) § (1.820) $ {8.858) § 1750 $ 2,366
34 Other Income (Expense)
B Interest income -
38 Other income -
37 Interest Expense -
8 Otner Expense -
39 -
40 Total Other income s - $ - § - - % - 38 - s - 3 -
41 Net Profit (Loss) 3 ‘71357) $ 48 s 75 _$ (6 667) § {1,820 $ {sesey § L]_S(_l $ 2.366

43 SUPPORTING SCHEDULES:
44 c2
45 E-2




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-1
fncome Statement Page 22

Witness: Bowrassa

3 9 10 " Rebuital Rebustal

i Y i y Test Year Proposed Adjusted

Line Lef Left Left Income Adjusted Rate with Rate
o, Blank Blank Biank Jaxes Besufts lociease incrense

1 Revenues

2 Flat Rate Revenues 3 - $ -

3 Measwed Revenues 116,023 209,436 325,458

4 Other Water Revenues 441 344

5 $ - 8 -8 -8 - % 119464 § 209436 3 328,900
€  Operating Expences

7 Salaries and Wages 3 - $ -

8 Purchased Water - -

9 Purchased Power 26,213 26213
to Siudge Removal 12,659 12,659
1" Chemicals 5.400 5,400
12 Materials and Supplies 7187 7187
13 Office Supplies and Experse 2446 2,446
ALl Contractual Services - Accounting 20,135 20,135
15 Contractual Services - Professionat 1820 1,920
16 Contractual Services - Maindenance - -
17 GContractual Services - Other 46,650 46,650
18 Waler Testing 14,527 14,527
18 Rents - -
20 Transpertation Expenses 1.500 1,500
il Inswrance - Generat Liability 2,186 2,186
22 fnsurance - Health and Life - -
2 Reg. Comm. Exp. - Other - -
2 Reg. Comm. Exp. - Rate Case 16.667 16,667
25 Misceltaneous Expense 10,766 10.786
26 Bad Debt Expense - .
27 Deprec. and Amort. Exp. 4579 45,79
28 Taxes Other Than Income . -
29 Property Taxes 4,400 2,576 6977
30 incame Tax {2,071} (15.616) 32.828 17,02
3t
32 Total Operating Expenses 3 - s ] -3 (207%) $” 702851 § 35204 § 238056
33 Operating Income [} - $ - H - $ 2071 § (83,387) § 174232 § 90,844
34 Other Income (Expense)

s interest Income - -
36 Other income - -
37 Interest Expense - -
i Other Experse - -
38 - -
40 Total Other Income 3 - 3 o $ -3 - § -3 -3 -
41 Net Profit (Loss) S - [ - 3 - $ 207§ {83 JB'II i 174232 i 90 844
2

3 SUPPORTING SCHEDULES:

4“ Cc-2 C-1, page 1

45 E2
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Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebutial Schedule C-2
Adjustments to Revenues and Expenses Page 1
Witness: Bourassa
Line Adjustments to Revenues and Expenses
No. 1 2 3 4 5 [}
1 Subtotal
2 Depreciation Property Rate Case Revenue Water Auto
3 Expense Taxes Expense Adjustment Testing Expense
4 Revenues - - - (1,820) - - (1.820)
5
[ Expenses 48 (75) 6,667 - 8,858 (1,750) 13,747
7
8  Operating
9 Income (48) 75 (6,667) (1.820) (8.858) 1,750 (15,567)
10
11 Interest
12 Expense - -
13 Other
14 income / -
15 Expense
16
17 Net Income (48) 75 {6.667) {1,820) (8,858) 1,750 (15,567)
18
19
20 Adjustments to Revenues and Expenses
21 z 8 9 10 1n Subtotal
22 Intentionaily Intentionally Intentionally
23 Telephone Left Left Left Income
24 Expense Blank Blank Blank Taxes
25 Revenues - - - - - (1,820)
26
27 Expenses (2,366) - - - (2,071) - 9,310
28
29 Operating
30 Income 2,366 - - - 2,071 - (11,130)
31
32  Interest
33 Expense -
34 Other
35 Income / -
36 Expense
37
38 Netincome 2,366 - - - 2,071 - (11,130)
39
40
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Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-2
Adjustments to Revenues and Expenses Page 2

Adjustment Number 1 Witness: Bourassa

Depreciation Expense

mmﬂmwaww_slg

Adjusted
Acct. Original Non-depreciable/ Original Proposed Depreclation
No. Description Cost Eully De; iated Cost Rates Expense
351  Organization Cost - . - 0.00% -
352  Franchise Cost - - - 0.00% -
353 Land and Land Rights 105,000 (105,000) . 0.00% -
354  Structures & Improvements 56,350 66,350 3.33% 1.876
355 Power Generation Equipment 2,879 2,879 5.00% 144
360 Collection Sewers - Force - - 2.00% -
361 Collection Sewers - Gravity 260,553 260,553 2.00% 5211
362  Special Collecting Structures - - 2.00% .
363  Servcies to Customers 60,375 60,375 2.00% 1,208
364  Flow Measuring Devices - - 10.00% .
365  Flow Measuring instaliations - - 10.00% -
368 Reuse Services 3,450 3,450 2.00% 69
367 Reuse Meters and Meter Installations - - 8.33% -
370  Receiving Weils - - 3.57% -
371 Pumping Equipment - - 10.00% -
374 Reuse Distribution Reserviors - - 2.50% -
375 Reuse Transmission and Distribution - - 2.00% -
380 Treatment & Disposal Equipment 903,992 903,892 5.00% 45,200
381 Plant Sewers - - §.00% -
382  Outfall Sewer Lines - - 3.33% -
389 Other Plant & Misc Equipment - - 6.67% -
390 Office Furniture & Equipment 4,251 4,251 6.67% 284
390.1 Computers & Software 421 421 20.00% 84
391 Transportation Equipment - - 20.00% -
392  Stores Equipment - - 4.00% -
393 Tools, Shop & Garage Equipment - - 10.00% -
394  taboratory Equipment - - 10.00% -
395 Power Operated Equipment - - 5.00% -
396 Communication Equipment - - 10.00% -
397 Miscellaneous Equipment - - 10.00% -
398 Other Tangible Plant - - 10.00% -
- 10.00% -
TOTALS $ 1397271 § (105,000) $ 1,292,271 $ 54,075
Gross CIAC Amort. Rate
Less; Amortization of Contributions $ 197,973 4.1845% $ (8.284)
Total Depreciation Expense $ 45,791
Adjusted Test Year Depreciation Expense 45,744
Increase (decrease) in Depreciation Expense 48
Adjustment to Revenues and/or Expenses $ 48

SUPPORTING SCHEDULE
B-2, page 3

*Fulty Depreciated




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule

Adjustment to Revenues and Expenses Page 3
Adjustment Number 2 Witness: Bourass:

Property Taxes

Line Test Year Company

No. DESCRIPTION as adjusted Recommended
1 Company Adjusted Test Year Revenues $ 119,464 $ 119,464
2 Weight Factor 2 2
3 Subtotal (Line 1 ® Line 2) 238,928 238,928
4 Company Recommended Revenue 119,464 328,900
5 Subtotai (Line 4 + Line 5) 358,391 567,827
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 119,464 189,276
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 238,928 378,551
10 Plus: 10% of CWIP (intentionally excluded) - -
11  Less: Net Book Value of Licensed Vehicles 421 421
12 Fuli Cash Value (Line 9 + Line 10 - Line 11) 238,507 378,130
13 Assessment Ratio 20.0% 20.0%
14  Assessment Value (Line 12 * Line 13) 47,701 75,626
15 Composite Property Tax Rate - Obtained from ADOR 9.2262% 9.2262%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 4,401 $ 6,977
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 4,401

19 Adjusted Test Year Property Taxes _$ 4,476

20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) _$ (75)

21

22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 6,977
23 Company Test Year Adjusted Property Tax Expense (Line 18) $ 4,401
24 Increase in Property Tax Due to Increase in Revenue Requirement =1> 2,576
25 :

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 2,576
27 Increase in Revenue Requirement $ 209,436
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.23016%
29

30

31

32

33

34

35

36

37

38

39




Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Estimated Rate Case Expense
Estimated Amortization Period in Years

Annual Rate Case Expense

z =
OO A WN = 35
° 3

Adjusted Test Year Rate Case Expense
11 Increase(decrease) Rate Case Expense
13 Adjustment to Revenue and/or Expense

16 Reference
17  Testimony

$

$
$

50,000

16,667
10,000
6,667

6,667

Exhibit

Rebuttal Schedule C-2
Page 4

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Adjustment

Revenue Adjustment

Total Revenue from Annualization

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment # 1

Exhibit

Schedule C-2
Page 5

Witness: Bourassa

$ (1,820)

$ (1,820)

$ (1,820)




Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 5

Water Testing

Staff Recommended Water Testing Expense
Adjuste Test Year Water Testing Expense

Adjustment to purchased power expense {rounded)

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #3

B &

14,527
5,669

8,858

8,858

Exhibit

Schedule C-2
Page 6

Witness: Bourassa




Utility Source. LL.C - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 6

Auto Expense

Exhibit

Schedule C-2
Page 7

Witness: Bourassa

Line
No.
1
2
3 Test Year Auto Expense $ 1,500
4
5 Staff Recommended Auto Expense 3,250
6
7  Adjustment to Revenues $ (1,750
8
9
10 Adjustment to Revenue and/or Expense (1,750)
1
12 Reference
13 Staff Adjustment #3
14
15
16
17
18
19
20
21
22
23




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2001 Schedule C-2
Adjustment to Revenues and Expenses Page 8
Adjustment Number 7 Witness: Bourassa

Telephone Expense

Line
No.
1
2  Staff Recommended Telephone Expense $ 2,366
3
4  Adjusted Test Year Telephone Expense 4,732
5
6 Adjustment to Revenues $ (2,366)
7 =il
8
9 Adjustment to Revenue and/or Expense $ (2,366)
10

11 Reference
12 Staff Adjustment #4
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Utility Source. LL.C - Wastewater Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

Intentionally Left Blank

Exhibit

Schedule C-2
Page @

Witness: Bourassa




Line

Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 9

Intentionally Left Blank

Exhibit

Schedule C-2
Page 10

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 10

Intentionally Left Blank

Exhibit

Schedule C-2
Page 11

Witness: Bourassa







Line

Utitity Source. LLC - Wastewater Division

Test Year Ended December 31, 2012

Adjustment to Revenues and/or Expenses

Adjustment Number 11

Income Taxes

Exhibit

Rebuttal Schedule C-2
Page 12

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
Compauted Income Tax $ (15,616) $ 17,012
Test Year Income tax Expense (13,545) (15,616)
Adjustment to Income Tax Expense $ (2,071) 32,628
SUPPORTING SCHEDULE
C-3, page 2




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Line Gross

No. _Description Revenues
Combined Federal and State Effective Income Tax Rate 15.773%

Property Taxes 1.036%

Total Tax Percentage 16.809%

Operating Income % = 100% - Tax Percentage 83.191%

13 1 = Gross Revenue Conversion Factor
14  Operating Income % 1.2021

25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3, page2 A-1




DOCKET NO. WS-02676A-12-0196

Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-3
Page 2
Witness: Bourassa
GROSS REVENUE CONVERSION FACTOR
Line [ 8) (c} 0} 2] IF)
Caiculati Gross Revenu Factor.
1 Revenue 100.0000%
2 Uncollecible Factor {Line 11) 0.0000%
3 Revenues (L1-12) 100.0000%
4 Combined Federal and State income Tax and Property Tax Rate (Line 23) 16.8091%
5 Sublotal (L3 - L4) 83.1909%
6  Revenue Conversion Faclor (L1/L6) 1.202055
Calculation of Uncoliectibie Facter,
7 Unity 100.0000%
8 Combined Federal and State Tax Rate (L17) 15.7730%
9 One Minus Combined Income Tax Rate (L7 -18) 84.2270%
10 Uncollectible Rate 0.0000%
11 Uncollectible Factor (L8 * L10 ) 0.0000%
Calcudation of Effective Tax Rate:
12 Operating income Belore Taxes {Arizona Taxable Income) 100.0000%
13 Asizona State Income Tax Rate 2.8074%
14 Federal Taxable Income (L12 - L13) 97.1926%
15  Applicable Federal Income Tax Rate (L55 Col F) 13.3401%
16 Effective Federal Income Tax Rate (L14 x L15) 12.9656%
17 Combined Faderat and State lncome Tax Rate (L13 +L16) 15.7730%
c . Ettactive P TaxF:
18 Unity 100.0000%
19  Combined Federal and State income Tax Rate (L17} 15.7730%
20 One Minus Combined Income Tax Rate (L18-119) 84.2270%
2% Property Tau Factor 1.2302%
22 Effective Property Tax Factor (£20°1.21) 1.0361%
23 Combined Federal and State Income Tax and Property Tax Rate (L17+122) 16.5091%
24 Required Operating iIncome s 90,844
25 AdusiedTest Year Operating Income (Loss) 3 {83,387)
26 Required Increase in Operating Income (L24 - L25} H 174232
27 Income Taxes on Recommended Revenwe (Col. (F), L52) 3 17,012
28 Income Taxes on Tes! Year Revenue (Col. (C), L52) ] {15616}
29 Required Increase in Revenue to Provide for Income Taxes (L27 - 128) 3 32,626
30 Revenue $ 328,500
3t Uncolicctible Rate {Line 10) 0.0000%
32 Uncollectible Expense on Recommended Revenue (L24 * 125) $ -
33 Adjusied Test Year Uncollectible Expense 3 -
34 Requied Increase in Revenue fo Provide for Uncoflectible Exp. $ -
35 Property Tax with Recommended Revenue 3 6977
36 Property Tax on Test Year Revenuve $ 4,401
37 Increase n Property Tax Due to Increase in Revenue (L35-136) 3 2576
38  Total Required Increase in Revenue (L26 + 129 + 137} i 209l436
{A) ©) F
Test Yoor Company Recommended
Total Total
i Wastewater Wastewater
39 Reverue s 119,464 s 328,900 $ 328,900
40 Operating Expenses Excluding hcome Taxes 218,487 221,043 221,043
41 Synchronized Imterest (L47) - - -
42 Avizona Taxable Income (L39 - L40 - L4t) H $ {99,003), s 107,856 3 107,856
43 Avizona State Effective Income Tax Rate (see work papers) 2.8074%) 2.8074% 2.8074%|
44 Asizona Income Tax (L€2 x L4J) 3 $ (2,779) 3 3,028 $ 3,028
45 Federal Taxable Income {L42- L44) $ $ {96,224)) s 104,828 3 104,828
46 Federal Yax Rate 13.3401% 13.3401% 13.3401%
47 Federal Tax $ 3 (12,836.35), s 13,984 s 13,984
48
49
50
51
52
$3  Total Fedeval Income Tax $ 3 {12,836}/ 13984 3 13,984
$4 Combined Federal and Siate income Tax (L35 + 142) 3 3 {15616) 17,012 ] 17,012
55 COMBINED Applicable Federal Income Tax Rate (Col. {D). L53 - Col. JA), LS3 / {Col. [D], L.45 - Col. [A], L45] 13.3401%
56 WASTEWATER Applicabie Feders! income Tax Rate [Col. [E], LS3 - Col. [B], L53)/ [Col. [E], L4S - Cof. {B], L45)
57 WATER Applicable Federal income Tax Rate [Col. [F], L53 - Cot. |C), L53]/ {Col. [F], L45 - Col. [C], L45]) 13.3401%
G of interest Water Wastewalter
58 Rate Base s 1575194 | 8 825,856
58 Weighted Average Cost of Debt 0.0000%! 0.0000%|
60 Synchronized interest (LS9 X L60) - -




Utility Source, LLC - Wastewater Division Exhibit
Revenue Summary Rebuttal Schedule H-1
Test Year Ended December 31, 2012 Page 1

Witness: Bourassa

Total Total Percent Percent
Revenues Revenues of of
at at Present Proposed
Line Present Proposed Dollar Percent Water Water
No. Meter Size Ciassification Rates Rates Change Change Revenues Revenues

1 3/dinch Residential $ 92,479 § 287,729 § 195,250 211.13% 77.41% 87.48%
2 3/dInch Commercial 114 740 626 547.81% 0.10% 0.22%
3 2 Inch Commercial 23,698 36,829 13,131 55.41% 19.84% 11.20%
4

5

6

7

8

9  Subtotals of Revenues $ 116,291 § 325,298 § 209,007 179.73% 97.34% 98.90%
10 Revenue Annualizations:

11 3/4 inch Residential $ 173 & 741 § 567 327.23% 0.15% 0.23%
12

13

14

15

16  Subtotal Revenue Annualization 173 741 867 327.23% 0.156% 0.62%
17

18 Total Revenues w/ Annualization $ 116,465 $ 326,039 § 209,574 179.95% 97.49% 99.13%
19 Misc Revenues, as adjusted 3,441 3.441 - 0.00% 2.88% 1.05%
20 Reconciling Amount (442) (580) (138) 31.22% -0.37% -0.18%
21 Total Revenues $ 119,464 § 328,900 § 209,436 175.31% 100.00% 100.00%
22
23
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Customer
Classlfication
3/4 Inch Residential
3/4 Inch Commercial
21Inch Commercial
Totals

Actual Year End Number
of Customers:

Utility Source, LLC - Wastewater Divislon

Analysis of Revenue by Detailed Class
Test Year Ended December 31, 2012

@
Average
Number of
at
123172012
320
1
3

324

325

Average

4123 $
1,667
115,286

Present

2408 $
9.52
658.29

1
Proposed

74.91
61.66
1,023.04

Exhibit

Rebuttal Schedule H-2
Page 1

Witness: Bourassa

Dollar Percent
Amount Amount
$ 50.83 211.13%
$2.14 547.81%
364.75 55.41%

Percent

98.77%
0.31%
0.93%

100.00%
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Utllity Source, LLC - Wastewater Division Exhibit
Analysis of Revenue by Detailed Class Rebuttal Schedule H-2
Test Year Ended December 31, 2012 Page 2
Witness: Bourassa
(a)
Average
Number of
Customer Cystomers Median Bill Percent
Classification st Madian t Pr d Dollar Percent of
1 Amount  Amount
3/4 Inch Residential 320 3,500 $ 2044 § 7160 $ 51.16  250.30% 98.77%
3/4 Inch Commercial 1 1,500 $ 857 § 60.79 52.23  609.80% 0.31%
2 Inch Commercial 3 65,000 371.15 761.75 390.60  105.24% 0.93%
Totals 324 100.00%
Actual Year End Number
of Customers: 325




Utllity Source, LLC - Wastewster Division
Present and Proposed Rates
Test Year Ended December 31, 2012

Line Customar Classification
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Monthiy Usage Charge for:

5/8 x 3/4 Inch

3/4 Inch

1 Inch

1 1/2 Inch

2 Inch

3 Inch

4 inch

6 Inch

Gallons In Minimum
All Meler Sizes

Rate per 1.0 allons of Water Usage
Residential
Commercial and Industrial

Car washes, laudromats, Commercial, Manufacturing

Hotels, Motels

Restauarants

Industrial Laundries

Waste haulers

Restuarant Grease

Treatmen Plant Sludge
Mud Sump Waste

Present

5.84

571
786
9.46
839
171.20
149.80
171.20
535.00

Exhibit

Rebuttal Schedule H-3
Page 1

Witness: Bourassa

Proposed
Bates

$ 53.00
§3.00

132.50

265.00

424.00

848.00

1,325.00

2,650.00

520
6.97
8.61
763
155.7¢
136.32
155.79
486.85
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Utility Source, LLC - Wasiewater Division

Present and Proposed Rates

Test Year Ended December 31, 2012

20.00

Exhibit

Rebuttal Schedule H-3
Page 3

Witness: Bourassa

*Removed

$ 50.00

Removed

ER RULE

Pi
PER RULE
P

ER RULE

$ 20.00

PER RULE

PER RULE

her 1
|Establishment b___20.00
Establishment (After Hours) 40.00
Reconnection (Delinquent) 50.00
Reconnection (Delinquent and After hours) 40.00
Minimum Deposit Requirement PER RULE
{Deposit Interest PER RULE
Re-establishment (Within 12 months) PER RULE
NSF Check $ 2000
Deferred Payment, per month PER RULE
Late Charge PER RULE
Afler hours service charge $  40.00

$ 40.00

* After hours service charge will apply when service requested by customer after hours.
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IN THE MATTER OF THE
APPLICATION OF UTILITY SOURCE,
LLC, AN ARIZONA CORPORATION,
FOR A DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
On behalf of Applicant Utility Source, LLC (“USLLC” or the “Company”).

DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON RATE BASE
ISSUES IN THIS DOCKET?

Yes, my rebuttal testimony on rate base, income statement, revenue requirement
and rate design is being filed in a separate volume at the same time as this
testimony. In this volume, I present my cost of capital rebuttal testimony. Also
attached are two exhibits, Which are discussed below.

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL
FOR THE COMPANY | |

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REBUTTAL
TESTIMONY?

I will provide rebuttal responses as appropriate to the direct testimony of Staff

witness Mr. John Cassidy and RUCO witness Mr. Robert Mease. This portion of
my rebuttal testimony focuses on cost of capital issues. I will testify in support of
USLLC’s proposed return on equity and rate of return on its fair value rate base
(“FVRB”). I am sponsoring the Company’s D Schedules, which are attached to
this testimony. There are 22 schedules that support my cost of capital testimony.
As noted above, 1 am also sponsoring rebuttal testimony that addresses the
Company’s rate base, income statement (revenue and operating expenses), required

increase in revenue, and its rate design and proposed rates and charges for service.
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For convenience, that testimony and my related schedules are contained in separate
volumes.

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS?

Yes. The range of my rebuttal DCF, CAPM, and Build-up Method analyses is 9.0
percent to 11.6 percent with a mid-point of 10.3 percent compared to my direct
DCF, CAPM, and Build-up Method analyses is 8.5 percent to 11.7 percent with a
mid-point of 10.1 percent. My opinion that a return on equity of 11.0 percent for
USLLC given its size and greater risk compared to the public traded water utilities
has not changed.

HAVE YOU CHANGED ANY OF YOUR METHODS AND INPUTS?

I continue to use the three methods I used in my direct testimony; the DCF, CAPM,
and the Build-up Method. My inputs have been updated to use more current data.
I also changed the methodology for computing the current market risk premium
(“MRP”) for the current MRP CAPM. Instead of using the median 3-5 year
projected price appreciation for the Value Line 1700 stocks in the estimation of the
current MRP, I used the median 3-5 year projected earmnings per share growth
(“EPS”) growth and median 3-5 year projected dividend per share growth (“DPS”)
growth. Using these inputs is consistent with the methodology recommended by
Dr. Morin for computing the current MRP.! Using EPS and DPS inputs is more
consistent with the DCF method used to estimate the current MRP. Just as
important, I have found that using EPS growth and DPS growth inputs in the MRP
estimation approach is less volatile than using the 3-S5 year price appreciation

which I noted in my direct was a concern of its use.>

" Roger A. Morin, New Regulatory Finance (Public Utility Reports 2006), (“Morin™) pp. 165-166.

? See Direct Testimony of Thomas J. Bourassa (“Bourassa Dt.”) at 39.
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PLEASE SUMMARIZE YOUR COST OF CAPITAL
RESOMMENDATIONS.

As noted above, I recommend a return on equity of 11.0 percent which is above the
mid-point of the range of my DCF, CAPM, and Build-up Method analyses of 10.2
percent but well below the top end of the range of 11.5 pf:rcent.3 I also recommend
a capital structure consisting of 0 percent debt and 100 percent equity. Based on
these recommendations with weighted average cost of capital (“WACC”) is 11.0
percent. Therefore, I recommend an 11.0 percent return be applied to USLLC’s

fair value rate base (“FVRB”).

SUMMARY OF THE STAFF AND RUCO RECOMMENDATIONS
PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF

STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE
RATE BASE.

Staff is recommending a capital structure consisting of 0 percent debt and
100 percent equity.* Staff determined a cost of equity of 9.6 percent based on the
average cost of equity produced by its DCF and CAPM models, a financial risk
adjustment and an economic assessment adjustment (EAA).” Staff used a sample
of seven publicly traded water utilities; six of which are the same as those I used in

my analysis.® Staff did not consider firm size or firm-specific risks in its analysis.

3 See USLLC Direct Scehdule D-4.1.

* Direct Testimony of John A. Cassidy (“Cassidy Dt.”) at 27.

5 1d. at 28.
6 Staff has added York Water (YORW) to its proxy group.
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Based on its capital structure recommendation, Staff determined the WACC for
USLLC to be 9.6 percent.’
RUCO is recommending a capital structure consisting of 0 percent debt and
100 percent equity.> RUCO determined a cost of equity of 9.25 percent based on
the average cost of equity produced by its DCF and CAPM models as wells as a
Comparable Earnings analysis.” RUCO used a sample of seven publicly traded
water utilities; six of which are the same as those I used in my analysis.” RUCO
did not consider firm size or firm-specific risks in its analysis. Based on its capital
structure recommendation, RUCO determined the WACC for USLLC to be 9.25
percent."
Q. PLEASE COMPARE THE PARTIES’ RESPECTIVE COST OF EQUITY
ESTIMATES AND RECOMMENDATIONS AT THIS STAGE OF THE

PROCEEDING.
A. The respective parties’ cost of equity recommendations are summarized below:
Financial
Build-
Party DCF CAPM Up/CE Average Risk/EAA Adjusted Recommended
USLLC 9.6% 9.7% 11.5% 10.3% N/A 10.3% 11.0%
Staff 9.0% N/A N/A 9.0% 0.6% 9.6% 9.6%
RUCO 8.86 7.24 9.8 8.63 N/A 8.63 9.25%

7 Cassidy Dt. at 28.
* Direct Testimony of Robert B. Mease (“Mease Dt.”) at 4.
9/d at3.
10 Staff has added York Water (YORW) to its proxy group.
11 Cassidy Dt. at 47.
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HOW DO THE PARTIES’ RECOMMENDATIONS COMPARE TO
OTHER FORECASTS OF COMMON EQUITY RETURNS AND
CURRENTLY AUTHORIZED RETURNS?

They are much lower. Value Line, a reputable publication used by the Company
and Staff cost of capital witnesses in the instant case, publishes forecasts of returns
on common equity for larger publicly traded companies. Six water utilities are
included in my sample group while Staff and RUCO include seven. Value Line

(July 18, 2014) shows actual and projected returns on equity for those water

utilities:
Company Actual
2013 2014 2015 2017-19

American States Water (AWR) 12.7% 12.5% 12.0% 12.5%
Aqua America (WTR) 13.4% 13.5% 14.5% 14.0%
California Water (CWT) 7.9% 8.0% 9.0% 10.0%
Connecticut Water (CTWS) 9.2% 10.0% 9.0% 8.5%
Middlesex Water (MSEX) 8.7% 8.5% 8.5% 9.0%
SIW Corp. (SJW) 7.3% 7.5% 8.0% 8.0%
York Water. (YORW) 9.3% 11.5% 12.0% 12.0%
Averages 9.8% 10.2% 10.4% 10.6%

Furthermore, the currently authorized ROEs for the sample water utility companies

as reported by AUS Utility Reports (September 2014) average 10.03 percent. They

are as follows:
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Company

American States Water (AWR) 9.99%
Aqua America (WTR) 10.29%
California Water (CWT) 9.99%
Connecticut Water (CTWS) 9.75%
Middlesex Water (MSEX) 10.15%
SJW Corp. (SJW) 9.99%
York Water. (YORW) NM
Average 10.03%

WHAT CONCLUSIONS CAN BE DRAWN FROM THE RETURN DATA
YOU JUST PRESENTED, MR. BOURASSA?

For one, they are all much higher than the Staff and RUCO returns produced by
their models, before any consideration of financial or other risks. For another,
since we are applying a return to a book value rate base, book equity returns have
relevance. In fact, if we are to meet the comparable earnings standards set forth in
Hope and Bluefield, then a comparison to book returns is an essential element.
These utilities’ rates will be in effect during approximately the same time period as
USLLC. Yet, if the Staff or RUCO recommendation is adopted, USLLC will be

allowed to earn much less, failing the Hope and Bluefield standard.

ISIT YOUR VIEW THAT USLLC’S ROE IS HIGHER THAN THE
PUBLICLY TRADED UTILITIES?
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IV.

Yes. My recommendation in the instant case is 70 basis points higher than the
mid-point of my cost of equity estimates for the publicly traded water utilities.
USLLC has nearly 9 times more business risk than the publicly traded water
utilities, has a much higher operating leverage, is less diverse, and has limited
financially flexibility because it is not publicly traded.”? Further, since USLLC is
not publicly traded, an investment in USLLC is illiquid compared to an investment
in a publicly traded company and therefore has greater liquidity risk and a higher
cost of capital. The 70 basis points difference is actually conservative given the
risks associated with an investment in USLLC.

REBUTTAL TO THE COST OF EQUITY RECOMMENDATIONS OF

STAFF AND RUCO

A. Rebuttal to the Cost of Equity Recommendations of Staff
STAFF ONLY USED THE DCF MODEL TO ESTIMATE THE COST OF

EQUITY?

Yes. Staff uses two versions of the DCF model - a constant growth DCF and a

multi-stage DCF. For unexplained reasons, Staff has not incorporated estimates

derived from it CAPM."
IS THE USE OF ONLY ONE METHODOLOGY TO ESTIMATE THE

COST OF EQUITY APPROPRIATE?
No. As Dr. Morin states:"

Each methodology requires the exercise of considerable
judgment on the reasonableness of the assumptions

12 Bourassa COC D. at 25-27.

12 Cassidy Dt. at 3.
" Roger A. Morin. New Regulatory Finance, Public Utility Reports, Inc., 2006, pp. 428-429.
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underlying the methodology and on the reasonableness
of the proxies used to validate a theory. The inability of
the DCF model to account for changes in relative
market valuation, discussed below, is a vivid example
of the potential shortcomings of the DCF model when
applied to a given company. Similarly, the inability of

e CAPM to account for variables that affect security
returns other than beta tarnishes its use. (emphasis
added)

No one individual method provides the necessary level
of precision for determining a fair return, but each
method provides useful evidence to facilitate the
exercise of an informed judgment. Reliance on any
single method or preset formula is inappropriate when
dealing with investor expectations because of possible
measurement difficulties and vagaries in individual
companies’ market data

When measuring equity costs, which essentially deals
with the measurement of investor expectations, no
single methodology provides a foolproof panacea.
Each methodology requires the exercise of considerable
judgment on the reasonableness of the assumptions
underlying the methodology and on the reasonableness
of the proxies used to validate the theory. It follows
that more than one methodology should be employed in
arriving at a judgment on the cost of equity and that
these methodologies should be applied across a series
of comparable risk companies.

Q. ISTHE DCF A SUPERIOR METHODOLOGY?

A.  No. Again, I concur with Dr. Morin who states:"

While it is certainly appropriate to use the DCF
methodology to estimate the cost of equity, there is no
proof that the DCF produces a more accurate estimate
of the cost of equity than other methodologies. Sole
reliance on the DCF model ignores the capital market
evidence and financial theory formalized in the CAPM
and other risk premium methods. The DCF model is
one of many tools to be employed in conjunction with
other methods to estimate the cost of equity. 1 is not a
superior methodology that supplants other financial

"> Morin, p. 431.
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theory and market evidence. The broad usage of the
DCF methodology in regulatory proceedings in
contrast to its virtual disappearance in academic
textbooks does not make it superior to other methods.
The same is true of the Risk Premium and CAPM
methodologies. (emphasis added)

Q. DOES THE DCF TEND TO UNDERSTATE THE INVESTORS’

REQUIRED RETURN?

A. Yes, when the market value of assets is significantly higher or lower than book

value, a market-based DCF cost rate applied to the book value of common equity
will not produce investors’ expected returns. Dr. Morin also provides an

explanation for this flaw in the DCF:'

The third reason and perhaps most important for
caution and skepticism is that application of the DCF
model produces estimates of common eguity cost that
are consistent with investors’ expected return only
when stock price and book value are reasonably
similar, that is when the market-to-book ratio (M/B) is
close to unity. As shown below, application of the
standard DCF model to utility stocks understates the
investor’s expected return when the M/B ratio of a
given stock exceeds unity. This was particularly
relevant in the capital market environment of the 1990s
and 2000s where utility stocks were trading at M/B
ratios well above unity and have been for nearly two
decades. The converse is also true, that is the DCF
model overstates the investor’s return when the M/B
ratio is less than unity. The reason for the distortion is
that the DCF market return is applied to a book value
rate base by the regulator, that is, a utility’s earnings
are limited to earnings on a book value rate base.

At Mr. Cassidy’s average DCF estimate of 9.0 percent, USLLC would have no

realistic opportunity to actually eamn Mr. Cassidy’s market-based rate of return.

** Morin, p. 434.
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For example, the average market price per share of his proxy group is $25.25'" and
the average book value per share is $12.50." Under these circumstances, Mr.
Cassidy’s 9.0 percent market-based cost rate implies an annual return per share of
$2.27" consisting of $0.73 in dividends?® and $1.54 in growth (market-price
appreciation).”’ However, application of a 9.0 percent return rate to book value per
share ($12.50) produces an opportunity to earn a total annual return of just $1.13.%2

With annual dividends of $0.73%, the utility could reasonably expect market-price

appreciation of just $0.40%*, or only 1.58 percent.

As should be evident from the above example, the application of the DCF
model produces estimates of the cost of equity that are consistent with investor
expectations only when the market price of a stock and the stock’s book value are
approximately the same.”” This is because in a regulatory setting the return is
applied to book value, not market value. An underlying assumption of the standard

DCF is that the stock price, book value, dividends, and earnings all grow at the

17 Average of stock prices for Cassidy proxy group at October 28, 2014,

18 Average of book value per share as of December 31, 2013, as reported by Value Line.

9.0 percent times $25.25.

20 Avcrage adjusted dividend yield (D) for Cassidy proxy group of 2.9 percent times the average stock price of
$25.25.

2! Implied growth of 6.1 percent (the return of 9.0 percent less adjusted dividend yield of 2.9 percent) times the
average stock price of $25.25.

290 percent times $12.50.

2 $1.13 times average payout ratio of 60%

24 §1.13 minus $0.68.

2 Roger A. Morin, New Regulatory Finance (Public Utility Reports, Inc., 2006) (“Morin”), pp. 435.

10
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same rate.”®  None of these assumptions have been historically true for the sample
electric utility companies. Thus, one must be careful in the application of the DCF
model in a cost of equity analysis; particularly when it is the only method

employed.

We should also be concerned with the DCF model’s applicability under
current market conditions. The Federal Reserve’s bond buying programs have kept
longer-term bond yields low. Interest rates are expected to rise when the Federal
Reserve ends its bond buying program and the economy continues to improve, but
in the meantime and because bond yields are extremely low, investors are “chasing
yields” and driving up the stock prices of companies that pay dividends, like
utilities. *" In fact, according to the Wall Street Journal, utilities have provided the
best returns among the S&P 500’s 10 sectors so far this year, returning 14 percent
including dividends.®  The l-year, 3-year, and 5 — year annualized total returns
for Mr. Cassidy’s water proxy group are 12.76 percent, 12.57 percent, and 11.56

percent, respectively, which are all significantly higher than Mr. Cassidy’s estimate

26 .
Morin p. 292.

27 «Dividend Paying Stocks Fit the Bill: Utilities and REITS Are Among Those Beating Major Indices; ‘The Search

for Yield Hasn’t Abated,”” Wall Street Journal, July 8, 2014,

11
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of the cost of equity.”” The recent higher returns expected by investors does not

line up with recent experience in the markets. As Dr. Morin notes,
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To the extent that increase (decreases) in relative
market valuation are anticipated by investors,
especially myopic investors with short-term investment
horizons, the standard DCF model will understate
(overstate) the cost of equity.

Another way of stating this point is that the DCF model
does not account for the ebb and flow of investor
sentiments over the course of the business cycle. The
problem was particularly acute in the mid 1990’s and
mid 2000’s where investors, faced with very low
returns on short-term fixed-income securities and an
uncertain market outlook, sought higher yields offered
by utility stocks in a so-called flight to quality, boosting
their stock price and lowering the dividend yield.*

The understatement/overstatement of investors' required return associated with the
application of the market price-based DCF model to the book value of common
equity clearly illustrates why reliance upon a single common equity cost rate model

should be avoided.

PLEASE COMMENT ON MR. CASSIDY’S DISCUSSION (AT PAGES 22-
OF HIS DIRECT TESTIMONY) REGARING THE FINANCIAL
IMPLICATIONS OF A MARKET-TO-BOOK RATIO OF GREATER
THAN 1.0.

B Value Line Anlayzer data from August 28, 2014.
30 Morin, p. 433 (emphasis added).

12
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There are a number of reasons investors may bid up market prices for stocks above
book values, other than an expectation that a water utility will earn more than its
cost of equity. One reason is that investors may expect a city or some other public
entity to condemn all or part of a water utility, meaning the municipality will
acquire the assets at the fair market value. Water utilities typically have assets that
have a value based on reproduction cost that is well in excess of book value, and
investors would be aware that a condemnation award could be well in excess of
book values, even if the utility earns no more than its cost of equity.

Second, investors may anticipate a merger or acquisition that produces
premium prices. With such anticipated sale prices well above book values, a water
utility would also be priced above book value even if the water utility made no
more than its cost of equity. There are other reasons as well. These include; (1)
public utility commissions do not issues orders simultaneously in all jurisdictions,
(2) not all of a company’s earnings are regulated, (3) regulatory expenses, revenue
and rate base adjustments may cause accounting returns to differ from those
calculated on a rate case basis, (4) actual sales do not equal sales assumed in a rate
case, (5) market expected ROEs change frequently while rate-case authorized
ROEs do not, and (6) regulated subsidiaries constitute only a piece of a holding
company pie.

The argument that utilities are earning more than their cost of capital
because the market-to-book ratio is greater than 1.0 is superficial. There is ample
evidence that for at least a decade now, regulated water utilities in Arizona have
not been earning their costs of service, let alone overearning. Mr. Cassidy’s claim
- that one would expect market forces to move the stock price lower, close to a

market-to-book ratio of 1.0, to reflect investor expectations of reduced expected

13
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future cash flows - is also flawed. Mr. Cassidy has ignored many of the things of
importance to investors and why it is reasonable to expect market-to-book ratios to
exceed 1.0 even if water utilitiés are expected to earn no more than their costs of
equity. If regulators were to force the market-to-book ratios to 1.0 by intentionally
lowering the allowed returns, such action would place utilities at a disadvantage in
competing for investment capital with industrials and other unregulated companies,
whose stock trades well above book value.

PLEASE COMMENT ON STAFF’S ECONOMIC RISK ASSESSMENT, OR
EAA.

I can’t, at least not in any meaningful way. Staff does not really explain the basis
for this adjustment in its testimony except to say that its EAA reflects the uncertain
status of the economy and the market.>’ But Staff provides no analysis, study or
authoritative reference upon which Mr. Cassidy’s judgment rests for me to
consider. Of course, I agree with Staff that the current economic environment
supports' increased ROEs. Interest rates are expected to increase as the FED
curtails its easy money policies.”” Yet, I have never seen an adjustment of this type
from Staff or anyone else until the past couple of years. When economic
conditions were far worse in 2008 through 2010, Staff never advanced an EAA. 1
am left a bit perplexed by the whole thing, but my skepticism, and the fact that the
EAA has popped into existence out of nowhere, leads me to conclude that it is an

ill-considered band-aid to cover up an unreasonably low ROE. Recall that without

31 Cassidy Dt. at 28.
32 Blue Chip Financial Forecast, August 2014.
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the EAA, Staff’s ROE model would be only 9.0 percent (9.6 percent average of
Staff’s models less EAA of 60 basis points).*

B. Responses to Staff’s Criticisms of the Company’s Cost of Capital
Analysis

MR. CASSIDY CRITICIZES YOU (ON PAGE 30 OF HIS DIRECT
TESTIMONY) FOR RELYING SOLEY ON ANALYSTS FORECASTS OF
EPS GROWTH IN THE DCF MODEL. IS THIS TRUE?

No. T rely on both historical growth rates and forecasts of growth. For the
historical growth rates, I use historical per share price growth, historical BVPS
growth, historical EPS growth, and historical DPS growth.** For the forecast
growth rate, I used long-term analyst estimates of EPS growth.*® 1 just give more
weight to the analyst forecaéts of growth. It is important to note that Mr. Cassidy
disagrees with the additional weight I give the analyst forecasts, but he is not
saying these forecasts have no merit, nor didVI rely solely on analyst forecasts of
growth. The dispute between Mr. Cassidy and me comes down to something
between 50 percent and my “greater” emphasis. In my direct testimony I explained

why a weight greater than 50 percent should be given to analysts’ estimates.*

NN
AN n ;=

33 Cassidy Dt. at 28.

34 Bourassa COC Dt. at 35.
351d.

* Bourassa COC Dt. at 31.
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AREN’T YOUR GROWTH ESTIMATES SIMILAR TO STAFF’S DESPITE
THE GREATER EMPHASIS YOU PLACE ON ANALYSTS’ FORECASTS
OF GROWTH?

Yes. Staff’s growth estimate for its constant growth DCF is 5.7 percent.”” The
implied growth for Staff’s multi-stage DCF is 6.4 percent.** My two DCF growth
estimates are 5.2 percent and 5.7 percent with a median of 5.5 percent.”® In other
words, my growth estimates are lower than Staff’s. Any criticisms by Mr. Cassidy
of my greater emphasis on analysts growth and the implication that my DCF
estimate is overstated as a result is unfounded. As such, I will not respond at this
time to Mr. Cassidy’s criticisms of my use of analyst growth estimates on pages 31
through 35 of his testimony.

DO YOU HAVE EVIDENCE THAT THE GROWTH FORECASTS USED
BY BOTH STAFF AND THE COMPANY ARE SIGNIFICANTLY
UNDERSTATED?

Yes. The l-year, 3-year, and 5—year annualized total returns reported by Value
Line (August 28, 2014) for Mr. Cassidy’s water proxy group are approximately
12.8 percent, 12.6 percent, and 11.6 percent, respectively.** These indicated
returns would imply a growth rate for the DCF model in the range of 8.7 to 9.9
percent.!’ Compare this to Staff’s 5.7 percent growth rate and 6.4 percent

N NN NN
AN L B W e

%7 See Staff Schedule JAC-3. Solving the DCF model as set forth in Mr. Bourassa’s Direct Testimony at page 31
yields g = k -D1/P0. Substituting Staff’s dividend yield of 2.9% for D1/P0 and the Staff 9.3% result for k we get: g
=64=93-29

3% See Staff Schedule JAC-3. The multi-stage DCF indicated cost of equity is 9.3 percent. Using the

* See USLLC Schedule D-4.8.
% A stock’s total return is the percentage increase in the value of a sharcholder’s investment, assuming reinvestment
of all dividends and adjusted for any stock splits.

# Solving the DCF model as set forth in Mr. Bourassa’s Direct Testimony at page 31 yields g = k ~D1/P0.
Substituting Staff’s dividend yield of 2.9 for D1/P0 and the high end of the range of 12.8 percent for k we get: g =

16




1 mentioned above. Even the growth rate based on analyst estimates that I use — 5.2
2 percent and 5.7 percent as shown on Schedule D-4.8 — falls far short of the implied
3 growth rate investors have realized over the recent past. What this shows is that
! even when using forecasts of earnings growth, the indicated cost of equity can
> vastly understate the cost of equity.

¢ Q. PLEASE COMMENT ON MR. CASSIDY’S TESTIMONY (AT PAGE 37)

L CRITICIZING YOU FOR CONSIDERING THE FORECASTED

8 INTEREST RATES AS A PROXY FOR THE RISK FREE RATE.

2 A. By nature, the cost of capital is an opportunity cost: the prospective return available
0 to investors from alternative investments of similar risk. In addition, we are setting
! rates that will be in effect for some future time period, the cost of capital estimation
12 must be forward-looking. Since the cost of capital is prospective in nature it
P necessarily requires the use of a forward-looking bond yield.

14 Q. ANYTHING ELSE.
b A. Yes. First, the average expected 30-year Treasury bond rates of 4.3 percent I
16 employ in my CAPM analyses is higher than rates currently, but lower than
17 Treasury bond rates were during most years used to determine historical
8 relationships between interest rates and equity costs (and thus, risk premiums); the
19 long-term risk-free rate (1926-2013) is 5.09 percent.” As a result, risk premiums
20 today are expected to be higher than in the past.
21 Q. WHY IS THAT RISK PREMIUMS TODAY ARE EXPECTED TO BE
22 HIGHER THAN RISK PREMIUMS IN THE PAST?
Z A. There is a theoretical reason and many sources of empirical data that support the
25 | 87=116-29andand the low end of the range of 11.6 percent for k we get: g=9.9=12.8-2.9.
> Morningstar, lbbotson SBBI 2014 Classic Yearbook, Table 11-5.

26
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proposition that equity risk premiums increase when interest rates decrease.
THANK YOU. PLEASE CONTINUE.

The Federal Reserve has kept bond yields artificially low through its aggressive
bond buying programs and other measures.” The Federal Reserve’s bond buying
programs are not sustainable and the continuation of these programs is not
unlimited. The ending of these programs is expected later this year and the Federal
Reserve is expected to begin raising interest rates by the middle of next year.*
Therefore, interest rate levels since 2008 and current interest rate levels are not
representative of the long-term cost of capital.

HAS MR. CASSIDY PROVIDED ANY ANALYSES OR STUDIES THAT
SUGGEST THAT CURRENT INTEREST RATES ARE BETTER PROXIES
FOR THE RISK FREE RATE IN THE CAPM.

No. Staff typically uses spot interest rates in its CAPM. In my view, the currently
low interest rates (as the result of the Fed’s unprecedented actions to spur the
economy in recent years)* contribute to distortions in Staff’s CAPM, particularly
when spot rates are used. This may be one of the reasons why Staff has abandoned
its CAPM at this time while I have not.

PLEASE COMMENT ON MR. CASSIDY’S TESTIMONY (AT PAGE 38)
CRITICIZING YOU FOR CONSIDERING THE DIFFERENCES IN RISK
DUE TO THE SIZE OF USLLC COMPARED TO THE PUBLICLY
TRADED SAMPLE UTILITIES.

0NN NN
AN W

“ Morin, Chapter 4.; Harris and Marston, "Estimating Shareholders Risk Premia Using Analysts'
Growth Rates," Financial Management, Summer 1992.;

“ Bourassa Dt. at 9-11.

“ Blue Chip Financial Forecast, August 2014

* Bourassa Dt. at 9-11.
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I have not made a specific size adjustment for USLLC; rather, I have pointed out
the differences in risk stemming from USLLC’s higher business risk, operating
leverage, and liquidity and have recommended a return on equity that is above the
mid-point.” My recommendation of 11.0 percent, which is 70 basis points higher
than the mid-point of my analyses of 10.3 percent, is conservative given the risks
of an investment in USLLC. That said, Mr. Cassidy does not dispute that smaller
companies are more risky than larger companies.*® |
TO REBUT ANY IMPACT OF SIZE FOR UTILITY COMPANIES, MR.
CASSIDY REFERENCES A STUDY BY ANNIE WONG (AT PAGE 38).
ARE YOU FAMILIAR WITH THIS STUDY?

I sure am. Over the past 10 plus years or so Staff’s witnesses have repeatedly
trotted out this one study to refute the notion that utilities like USLLC are more
risky than the proxy companies because they are considerably and significantly
smaller. Mr. Cassidy has done so in the past. In one recent case, he admitted on
cross examination that he had never read Mé. Wong’s actual paper, wasn’t even
sure what kind of paper it was (he thought it might be her doctoral thesis), and did
not know whether it had ever been published.** Mr. Cassidy also stated that he was
unaware of any other person that had published a similar conclusion.’® I do not
know what else Ms. Wong has done since, but I suspect this item of Ms. Wong’s
work, and its questionable conclusions, have found no greater audience than at
public utility commissions where some party is trying to justify an unreasonably

low ROE for a utility that is not publicly traded.

7 Bourassa Dt. at 25.

“® Cassidy Dt. at 38.

*® Transcript from March 28, 2013 hearing at 237:18 — 2398, Rio Rico Utilities, Inc.
*01d. 238:13-20
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HAS MS. WONG DISPROVED THE EXISTENCE OF A SIZE PREMIUM
FOR SMALL UTILITY STOCKS?

No. Actually, Ms. Wong’s study has been criticized soundly: “[her] weak evidence
provides little support for a small firm effect existing or not existing in either the
industrial or the utility sector.””' Dr. Zepp found that Ms. Wong’s empirical results
were not strong enough to conclude that beta risk of utilities is unrelated to size; he
found that her use of monthly, weekly, and daily data may be the cause of her
inability to find a relationship; and he found other studies that show trading
infrequency to be a powerful cause of bias in beta risk when time intervals of a
month or less are used to estimate beta’s for small stocks.”> The studies relied on
in Mr. Zepp’s published paper found, “when a stock is thinly traded, its stock price
does not reflect the movement of the market, which drives down the covariance
with the market and creates an artificially low beta estimate.” Thus, Ms. Wong’s
weak results were due to a flawed analysis.

DON’T PASCHALL AND HAWKINS (QUOTED BY MR. CASSIDY ON
PAGE 39) SUPPORT MS. WONG AND MR. CASSIDY’S VIEW THAT
SMALLER WATER UTILITIES ARE NOT MORE RISKY THAN
LARGER WATER UTILITIES?

No, the authors do not argue against a small company risk premium for small water
utilities. Instead, they merely suggest that the small company risk premium may be

lower than the average company for the reasons they state. ** A very low risk
g pany y Ty

3! Thomas M. Zepp, “Utility Stocks and the Size Effect - Revisited,” The Quarterly Review Economics and Finance,
Vol. 43, Issue 3, Autumn 2003, 578-582.

2 1d at 579.

3* Micheal A. Paschall and George B. Hawkins, “Do Smaller Companies Warrant a Higher Discount Rate for Risk”:
The Size Effect’ Debate,” CCH Business Valuation Alert, Vol 1, Issue No. 2, December 1999,
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premium for USLLC compared to the average company is exactly what I
recommend in this case.

According to the empirical financial market data provided by Duff &
Phelps, the indicated size premium over for a company the size of USLLC would
be 12.12 percent over the average company the size of USLLC.*® A size premium
analysis provided in Exhibit TIJB-COC-RBI indicates a size premium in the range
of 99 to 377 basis points over the water proxy group. My implied risk premium is
just 70 basis points*, which is about 6 percent of the indicated small company risk
premium for an average company the size of USLLC based on Duff&Phelps
market data, and well below the bottom end of the range of the indicated additional
risk premium over my water proxy group. Therefore, I think Paschall and Hawkins
support my analysis not Mr. Cassidy’s. That’s true with respect to both, whether
size matters, and, whether my recommended 11.0 return is conservative.

DO YOU FIND ANY FURTHER SUPPORT IN PASCHALL AND
HAWKINS?

Yes, as a matter of fact, I do. One of the main points of the authors’ discussion
was that the use of small company risk premium without consideration of the
specific risks of the subject company could be subject to challenge. Recognition of
the additional risk associated with an investment in USLLC compared to his water
proxy group is something Mr. Cassidy fails to do.

That said, a great deal of my direct testimony was devoted to comparing the

dif‘feren.ces between the large publicly traded company and USLLC that would

** Duff&Phelps, 2014 Valuation Handbook. Exhibit 7.3, Decile 10z.
% 1 1.0 percent recommendation less mid-point of 10.2 percent.
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reflect differences in risk, which is exactly what the authors would recommend. As

Paschall and Hawkins conclude:

Failing to consider the additional risk associated with
most smaller companies, however, is to fail to
acknowledge reality. Measured properly, small
company stocks have proven to be more risky over a
long period of time than have larger company stock.
This makes sense due to the various advantages that
larger companies have over smaller companies.
Investors looking to purchase a riskier company will
require a Erggter return on investment to compensate
for that risk.

Q. DO PASCHALL AND HAWKINS REFERENCE ANY STUDIES TO
SUPPORT THE PROPOSITION THAT A PRIVATELY HELD SMALL
WATER UTILITY HAS THE SAME RISK AS A LARGE PUBLICLY

TRADED UTILITY?

A, No.

Q. ARE THERE ANY STUDIES THAT CONTRADICT MS. WONG'’S
FINDINGS?

A. Yes, besides basic business sense, I am aware of two other studies that support the

conclusion that small utilities are more risky than larger utilities. The first, a study
conducted by the California Public Utilities Commission (“CPUC”) looked at
58 water utilities.’® Based on that study, the CPUC Staff concluded that smaller
water utilities are more risky and required higher equity returns than larger water
utilities. This position was adopted by the CPUC.* A second study, conducted by

Dr. Zepp, showed that on average, the smaller water utilities in his study had a

57 Paschall supra.
¥ 1d. at 580.
% Zepp, supra.
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99 basis point higher cost of equity.%’ In short, Ms. Wong’s now 20 year-old study
of unknown providence, should be given little to no weight in these proceedings.
DOES MR. CASSIDY DISPUTE YOUR ASSESSMENTS OF THE
RELATIVE BUSINESS RISK BETWEEN THE PUBLICLY TRADED
UTILTIES AND USLLC?

No. As I showed in my direct testimony, USLLC is nearly 9 times more risky than
the publicly traded utilities as measured by the co-efficient of variation of
carnings.” USLLC is roughly 8 times risky as measured by operating leverage. ©

These are quantitative measures of relative business risk and not simply an opinion.

C. Rebuttal to the Cost of Equity Recommendations of RUCO
PLEASE COMMENT ON THE RUCO DCF ANALYSIS?

As discussed previously on pages 9-12, the DCF model has a tendency to mis-
specify investors' required return rate when the market value of common stock
differs significantly from its book value. The market-based DCF model will result
in a total annual dollar return on book common equity equal to the total annual
dollar return expected by investors only when market and book values are equal,
but market values and book values of common stocks are rarely at unity.

WHAT ARE THE RESULTS OF RUCO’S DCF ANALYSIS?

RUCO DCF results are just 7.3 percent to 7.4 percent.® By comparison of the
actual and authorized returns of the public traded utilities as discussed on pages 5

and 6 (9.8 percent to 10.6 percent) and the recent annualized total market returns

4.

®! Bourassa Dt. at 25.
82 14 at 26.
%3 See RUCO Schedule RBM-4, page |.
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for the water utilities of 11.6 to 12.8 percent. Mr. Mease’s own CE analysis
indicated a return of 9.8 percent. Mr. Mease’s results are extremely low by
comparison and do not pass the smell test.

DOESN'T MR. MEASE REPORT (AT PAGE 11) THAT HIS DCF
ANALYSIS RESULTS ARE IN THE RATE OF 7.3 to 8.7 PERCENT?

Yes. Mr. Mease gets his 8.7 percent by reporting a composite median which he
does not define or explain. The 8.7 percent is the result he reports on his summary
cost of capital schedule (Schedule RDM-2) as the result for his DCF analysis.
This “slight of hand” makes me think he is reporting statistics which he can then
pick and choose from to cover up for his unreasonably low results. Regardless,
like the Staff DCF results, USLL.C would have no realistic opportunity to actually
earn Mr. Mease’s market-based rate of return at either 7.3 percent of 8.7 percent. [
could perform the same analysis for the Staff DCF result as I did on pages 9-10 to
demonstrate my assertion.

ANTHING ELSE?

Yes. Mr. Mease reports a 3.9 percent indicated cost of equity for Middlesex Water
on Schedule RBM-4. This is less than the current yield on Baa investment grade
bonds of 4.73 percent.* In fact, there is only one DCF indicated cost of equity in
Mr. Mease’s schedule that is above 8.7 percent.

PLEASE COMMENT ON THE RUCO CAPM ANALYSIS?

Mr. Mease’s CAPM analysis produces an indicated cost of equity of just 7.25
percent. I am not surprised by his low CAPM results. 'His analysis is flawed in at

least five respects. First, he has incorrectly relied upon a historical risk-free rate

64 Moody’s Seasoned Baa bond yield as of October 1, 2014 as reported by the Federal Reserve.
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despite the fact that both ratemaking and the cost of capital are prospective.
Second, he has exclusively relied on historical measures of the market risk
premium and does not employ a forward looking market risk premium. Third, his
historical measures of the market risk bremium are measured on market indices
which are made up of the largest publicly traded companies and he does not
recognize the additional risk premium of much smaller firms. Fourth, he employs
a market risk premium that is based in part on historic geometric means, which
should not be used in a prospective model like the CAPM. Fifth, he uses total
returns on long-term government bonds in computing the market risk premium,
which is inconsistent with treating the security as a riskless asset.

PLEASE ELABORATE ON MR. MEASE’S USE OF HISTORICAL YIELDS
ON LONG-TERM U.S. TREASURIES.

Mr. Mease relies on historical yields on long-term U.S. Treasury bond yields (i.e. 3
month recent historical average of 20-year U.S. Treasury bond yields) for his
CAPM analysis.® I have several concerns about the use of current interest rates.
First, it ignores the fact that both the cost of capital and ratemaking are prospective.
Second, the average 20-year Treasury bond rates of 3.47 percent computed by Mr.
Mease® is lower than Treasury bond rates were during most years used to
determine historical relationships between interest rates and equity costs (and thus,
risk premiums). Because risk premium vary inversely with interest rates, risk
premiums today are expected to be higher than in the past. Thus, Mr. Mease’s
MRP which are based on an historical time period from 1926 to 2012 conflicts with

the current low interest rate levels. Let me explain. On page 14 of his testimony,

%5 Mease Dt. at 12.
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Mr. Mease shows the arithmetic mean and geometric mean total return on long-
term government bonds for the years 1926-2012 were 6.1 percent and 5.7 percent,
respectively. On a correct income return basis, the arithmetic mean and geometric
mean income return on long-term government bonds for the year 1926-2012 were
5.2 and 5.1 percent, respectively. All of these bond returns are higher than Mr.,
Mease’s estimate of the risk free rate of 3.47 percent. As the historical data
shows interest rates upon which Mr. Mease’s MRP is developed far exceed the
3.47 percent he employs in his CAPM for the risk free rate

PLEASE EXPLAIN WHAT YOU MEAN BY “CORRECT INCOME
RETURN BASIS”.

I will discuss this in more depth at page 26. For now, total return is comprised of
three components; the income return, the capital appreciation return and the
reinvestment return. Only the income return is the unbiased estimate of the riskless
rate because it represents the riskless portion of the return. Because bond prices
vary with prevailing bond yields over time, the inclusion of the capital appreciation
return and reinvestment returns introduces price risk into the total return.
Therefore, the total return does not represent a riskless return.

PLEASE CONTINUE.

The arithmetic mean and geometric mean for long-term income returns on
government bonds have remained fairly stable at around 5.1 to 5.2 percent since
2009 (i.e. 1926-2009, 1926 2010, 1926-2011, 1926-2012, and 1926-2013). While
interest rate levels have been and are expected to remain low in the short-term,

long-term interest rate levels are expected to rise in the next few years.

7 As reported by Mormingstar.
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Q. DO LOWER INTEREST RATES OVER THE PAST SEVERAL YEARS
MEAN THAT THE COST OF EQUITY IS LOWER TODAY THAN IN THE
PAST?

A.  All things being equal, the cost of equity moves in the same direction as interest
rates. Lower interest rates on U.S Treasuries (“risk-free” rate) imply lower equity
returns and visa-versa. However, the risk premium required to compensate
investors also impacts the cost of equity. Lower interest rates are associated with
higher equity risk premiums. Higher risk premiums required by investors imply
higher equity costs and vice versa. Risk premiums are impacted by uncertainty not
only future interest rates, but business and economic conditions, expected inflation
(or deflation), and other risk factors including business risk, regulatory risk,
financial risk, construction risk, and liquidity risk. As noted on page 11, investors
in Mr. Mease’s water proxy group have realized market returns of 11.6 percent to
12.8 percent over the past several years despite the low interest rate environment.

Q. PLEASE COMMENT ON MR. MEASE’S FAILURE TO USE A
PROSPECTIVE MARKET EQUITY RISK PREMIUM.

A.  As noted on pages 16-17 above, the cost of capital is prospective in nature. As
such, it necessarily requires the use of a forward-looking MRP. .

Q. PLEASE COMMENT ON MR. MEASE’S USE OF LARGE COMPANY
INDEXES TO COMPUTE HIS MARKET RISK PREMIUM.

A. In his CAPM analysis, Mr. Mease uses the total returns on the S&P 500 (1926-
2012) in the computation of his market risk premium.® The S&P 500 consists of

the 500 largest companies and only approximately 20 percent of the S&P 500

8 Mease Dt. at 14.
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would be considered Mid Cap companies. Further, there are no companies in the
Low-Cap or Micro-Cap categories. Because it is heavily weighted with Large-Cap
companies, the S&P 500 is essentially a large company index. Morningstar refers
to the S&P 500 as a large company index and cautions that “if using a large
company index to calculate the equity risk premium, an adjustment is usually made
to account for the different risk and return characteristics of small stocks.” ¢

Q. SHOULD THE CAPM RESULTS BE ADJUSTED TO REFLECT THE
SMALL SIZE OF USLLC COMPARED TO MR. MEASE’S PROXY
GROUP?

A. Yes. The empirical evidence shows that smaller firms have higher betas.
Morningstar reports that beta is inversely related to size. ”® In other words, as firm
size decreases, beta increases.  Because the CAPM is incomplete it should be

adjusted to reflect the additional risks of smaller firms.”'

Q. PLEASE COMMENT ON MR. MEASE’S USE OF GEOMETRIC MEANS
IN ESTIMATING THE HISTORICAL MARKET RISK PREMIUM FOR
HIS CAPM ANALYSIS.

A.  Mr. Mease employs a geometric mean in calculating the market risk premium in
his primary CAPM.” His choice to use geometric average is incorrect and

depresses his cost of equity estimate. As various finance experts have explained,

6 Momingstar, Ibbotson SBBI 2014 Classic Yearbook, p. 152.

" Morningstar, Ibbotson SBBI 2013 Valuation Yearbook, Table 7-5, Table 7-8, Table 7-10, Table 7-11, and Table 7-
12. Momingstar reports betas by portfolio for ten decile sizes using several alternative benchmarks. All alternatives
show that as firm size decreases beta increases.

"' Bourassa Dt. at 37 and 42.
72 Mease Testimony, p. 14.
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an arithmetic mean is the correct approach to use in estimating the cost of capital.”

As Dr. Morin states:
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Because valuation is forward-looking, the appropriate
average is the one that most accurately approximates
the expected future rate of return. The best estimate of
the expected returns over a future holding period is the
arithmetic average....

There is no theoretical or empirical justification for the
use of geometric mean rates as a measure of the
appropriate discount rate or computing present values.
In any event, the CAPM is developed on the premise
of expected returns being averages and risk being
measured with standard deviation. Since the latter is
estimated around the arithmetic average, not the
geometric average, it is logical to stay with the
arithmetic averages to estimate the market risk
premium. "

The consensus among these experts makes sense. Only arithmetic mean return
rates and yields are appropriate for cost of capital purposes because ex-post
(historical) total returns and equity risk premiums differ in size and direction over
time, providing insight into the variance and standard deviation of returns. The
geometric mean of ex-post equity risk premiums provides no insight into the
potential variance of future returns because the geometric mean relates the change
over many periods to a constant rate of change, rather than the year-to-year

fluctuations, or variance, which are critical to risk analysis.

"3 Zvi Bode, Alex Kane, Alan J. Marcus, Investments (McGraw-Hill 6th ed., 2005)(“Bode”), pp. 864-865.

Richard A. Brealey, Stewart C. Myers, Frankin Allen, Principles of Corporate Finance (McGraw-Hill 11th
ed.)(“Brealey™), pp. 162-163.
* Morin, pp. 156-57 (emphasis added).
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conclusion of these financial experts is that while the geometric mean is useful in
comparing what happened in the past, it should not be used to determine estimates
of expected future returns or market risk premiums.

WHAT OTHER ISSUE DO YOU HAVE WITH MR. MEASE’S
COMPUTATION OF THE MARKET RISK PREMIUM?

As mentioned earlier on page 24, Mr. Mease incorrectly uses total returns on long-
term government bonds when computing his estimate of the market risk premium.
Although he has relied on Morningstar’s historical returns in his CAPM analysis,75
Mr. Mease has ignored Morningstar’s recommendations regarding the use of the
income return, and not the total return on U.S. Treasury securities, in deriving an

equity risk premium. Pages 55 and 56 of the Ibbotson SBBI - 2013 Valuation

Yearbook states:

Another point to keep in mind when calculating the
equity risk premium is that the income return on the
appropriate-horizon Treasury security, rather than the
total return, is used in the calculation. The total return
is comprised of three return components: the income
return, the capital appreciation return, and the
reinvestment return. The income return is defined as
the portion of the total return that results from periodic
cash flow or, in this case, the bond coupon payment.
The capital appreciation return results from the price
change of a bond over a specific period. Bond prices
generally change in reaction to unexpected fluctuations
in yields. Reinvestment return is the return on a given
month’s investment income when reinvested into the
same asset class in the subsequent months of the year.
The income return is thus used in the estimation of the

 Mease Testimony, p. 54.
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1 equity risk premium because it represents the truly
5 riskless portion of the return.
3 ¥ % ok %
4 Anticipated changes in yields are assessed by the
market and figured into the price of a bond. Future
5 changes in yields that are not anticipated will cause the
6 price of the bond to adjust accordingly. Price changes
in bonds due to unanticipated changes in yields
7 introduce price risk into the total return. Therefore, the
total return on the bond series does not represent the
8 riskless rate of return. The income return better
9 represents the unbiased estimate of the purely riskless
rate of return, since an investor can hold a bond to
10 maturity and be entitled to the income return with no
11 capital loss.”®
12 DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST OF
13 CAPITAL?
14 Yes. Although my silence on other positions of the other parties in this case on cost
15 of capital and that were not addressed in my rebuttal testimony does not constitute
16 agreement with them.
17
18
19
20
21
22
23
24
25 | 7 Morningstar, Ibbotson SBBI 2013 Valuation Yearbook, 55-56 (emphasis added).
26
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Utility Source, LLC
Test Year Ended December 31, 2012
Summary of Cost of Capital

Consolidated Capital Structure

Exhibit

Rebuttal Rebutial Schedute D-1
Page 1

Witness: Bourassa

Actual End of Test Year | apf cture
Percent Percent

Dollar of Cost Weighted Dollar of Cost  Weighted
ttem of Capital Amount Total Rate Cost Amount Total Rate Cost
Long-Term Debt - 0.00% 0.00% 0.00% - 0.00% 0.00% 0.00%
Stockholder's Equity 3,722,208 100.00% 11.00% 11.00% 3,649,952 100.00% 11.00% 11.00%
Totals 3,722,209 100.00% 11.00% 3,649,852 100.00% 11.00%
SUPPORTING SCHEDULES: RECAP SCHEDULES:
D-1
D-3
D-4
Testimony




Utility Source, LLLC Exhibit
Test Year Ended December 31, 2012 Rebuttal Rebuttal Scheduie D-2
Cost of Long Term Debt Page 1
Witness: Bourassa

End of Test Year End of Projected Year

Line Amount Annual Interest Weighted Amount Annual  Interest  Weighted
No. Description of Debt Outstanding  Interest Rate Cost Qutstanding  Interest  Rate Cost

1

2 - 0.000% 0.000% - 0.000% 0.000%
3 - 0.000% 0.000% - 0.000% 0.000%
4 - 0.000% 0.000% - 0.000% 0.000%
5 - 0.000% 0.000% - 0.000% 0.000%
6 - 0.000% 0.000% - 0.000% 0.000%
7 - 0.000% 0.000% - 0.000% 0.000%
8 - 0.000% 0.000% - 0.000% 0.000%
9 - 0.000% 0.000% - 0.000% 0.000%
10 - 0.000% 0.000% - 0.000% 0.000%
11

12

13 Totals 3 - - 0.000% § - - ____0.000%
14

15

16 Supporting Schdules:

17 E1

18 E-2

19

20

21

22

23

24

25

26

27

28

29




No.
1
2
3
4
5
6
7
8
9

Utility Source, LLC Exhibit
Test Year Ended December 31, 2012 Rebuttal Rebuttal Sched

Cost of Preferred Stock Page 1
Witness: Bourassa

End of Test Year End of Projected Year
Description Shares Dividend Shares Dividend
of Issue Outstanding Amount Requirement Outstanding Amount Regquirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 D-1
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Utility Source, LLC
Test Year Ended December 31, 2012
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:

E-1
D-4.1to D4.18

Exhibit

Rebuttal Rebuttal Schedule D-4
Page 1

Witness: Bourassa

11.00% .

RECAP SCHEDULES:

D-1




Line

Utility Source, LLC
Summary of Results

Method

DCF Constant Growth Estimates'
CAPM Estimates®

Build-up Method Estimates®

Mid-point

Recommended Cost of Equity*

1 See Rebuttal Scheduie D-4-8
2 See Rebuttal Schedule D-4.12
3 See Rebuttal Schedule D-4.18
* Testimony

Exhibit
Rebuttal Schedule D-4.1
Witness: Bourassa

Median
Resuft

9.0%
9.7%
11.6%

10.3%

11.0%
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Uthity Source, LLC

Selected Characteristics of Sample Group of Water Utilities

Company'
. American States
Aqua America
. California Water
Connecticut Water
. Middlesex
SJW Corp.

LR W TR

Average

Utility Source, LLC
{Adjusted as of December 31, 2012)

AUS Utility Reports (September 2014).

% Water

Revenues’

"M%
98%
100%
100%
88%
95%

92%

100%

Operating
Revenues

(millions)’

458 4
770.9
587.0

949
1151
2775

PR AP

©

384.0

$ 03

Net
Plant
(miliions)’
$ 988.7
$ 42338
$ 15395
$ 483.8
$ 451.4
$ 915.0
$ 14354
$ 4.0

Exhibit
Rebuttal Schedule D-4.2
Witness: Bourassa

S&P Moody's

Bond Bond Allowed
Rating’ Rating® ROE (%)’

A+ A2
AA- NR
AA- NR
AJA- NR

A NR
A NR
NR NR

9.99
10.29
9.99
9.76
10.15
9.99

10.03

Book
ROE (%)
12.30
14.60
7.90
11.10
6.70

10.25
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Utility Source, LLC
Capital Structures

American States
Aqua America

. California Water
. Connecticut Water
. Middlesex

SJW Corp.

Average

Utility Source, LLC

(Actual December 31, 2012)

? Value Line Analyzer Data (September 28, 2014)
2 Adjusted Per Rebuttal Schedule D-1

Book Value'
Long-Term Common
Debt Equity
39.8% 60.2%
48.9% 51.1%
41.6% 58.4%
47.0% 53.0%
40.7% 59.3%
51.0% 49.0%
44 8% 55.2%
0.0% 100.0%

Exhibit
Rebuttal Schedule D-4.3
Witness: Bourassa

Market Value'
Long-Term Common

Debt Equity
21.5% 78.5%
25.9% 74.1%
28.0% 72.0%
32.7% 67.3%
29.0% 71.0%
38.1% 61.9%
20.2% 70.8%

N/A N/A
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Utility Source, LLC

Comparisons of Past and Future E stimates of Growth

1]

ive-year historical

Company Price’
American States 16.07%
. Aqua America 11.70%
. California Water 4.27%
Connecticut Water 12.77%
. Middlesex 8.36%
. SJW Conmp. 4.24%

GROUP AVERAGE 9.57%
GROUP MEDIAN 10.03%

2] (3] [4)
nual chan:

Book

valye® EPS? oPs?
6.50% 13.00% 6.50%
6.00% 11.00% 7.00%
4.50% 4.00% 1.50%
8.00% 8.00% 2.00%
3.00% 1.50% 1.50%
2.50% 0.50% 3.50%
6.08% 6.33% 3.67%
5.25% 6.00% 2.75%

15}

Average
Col 14
10.52%

8.92%
3.57%
7.69%
3.59%
2.69%

8.16%
5.64%

(6]

Average
Future
Growth®
2.67%
6.00%
6.50%
5.00%
3.60%
10.50%

5.71%
5.50%

' Average of changes in annual stock prices ending on December 31 through 2012. Data from Yahoo Finance website.
? value Line Analyzer Data, September 28, 2014

3 See Rebuttal Schedule D-4.6.

Exhibit
Rebuttal Schedule D-4.4
Witness: Bourassa

iyl
Average of
Future and
Historical
Growth
Col 56
6.59%
7.46%
5.03%
6.35%
3.60%
6.59%

5.94%
8.47%
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Utility Source, LLC

Comparisons of Past and Future Estimates of Growth

)]

&

(3]

14}

Ten-year historical average annual changes

Company Price
. American States 12.91%
. Aqua America 10.31%
. California Water 10.19%
. Connecticut Water 6.58%
. Middlesex 4.38%
. SJW Corp. 12.91%

GROUP AVERAGE 9.54%
GROUP MEDIAN 10.25%

Book
Valug®
5.00%
8.50%
5.00%
4.00%
4.50%
5.50%

5.42%
5.00%

Eps’
86.50%
7.00%
4.00%
0.50%
3.50%
4.00%

4.25%
4.00%

DPS’
3.00%
7.50%
1.00%
1.50%
1.50%
5.00%

3.25%
2.25%

8

Average
Col14
6.85%
8.33%
5.05%
3.14%
3.47%
6.85%

5.62%
5.95%

6]

Average
Future
Growth®
2.67%
6.00%
6.50%
5.00%
3.60%
10.50%

5.71%
5.50%

' Average of changes in annual stock prices ending December 31, 2013, Data from Yahoo Finance website.
2 value Line Analyzer Data, September 28, 2014.

? See Rebuttal Schedule D-4.6.

Exhibit
Rebuttal Schedule D-4.5
Witness: Bourassa

0]
Average of
Future and

Historical
Growth
Col 5-8
4.76%
7.16%
5.77%
4.07%
3.53%
8.68%

5.66%
5.27%




Analysts Forecasts of Earnings Per Share Growth

bW =

Utility Source, LLC

1

ESTIMATES OF EARNINGS GROWTH

Company Yahoo!
American States 1.00%
Aqua America 4.00%
. California Water 6.00%
. Connecticut Water 5.00%
. Middlesex 2.70%
. SJW Corp. 14.00%
GROUP AVERAGE 5.45%

GROUP MEDIAN

* Data as of October 2, 2014
2 Data as of September 28, 2014.

2 where no data available or single estimate, average of other utilities assumed to estimate for utility.

2]

Zacks'
1.00%
5.50%
6.00%
5.00%

4.38%

Exhibit

Rebuttal Schedule D-4.6
Witness: Bourassa

(3!

Value
Line®
6.00%
8.50%
7.50%
5.00%
4.50%
7.00%

6.42%

14]

Average
Growth (G)
(Cols 1-3)°

2.67%
6.00%
6.50%
5.00%
3.60%
10.50%

5.71%
5.50%
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Utitity Source, LLC
Current Dividend Yields for Water Utility Sample Group

Average

Average Current Annual

Stock Current Dividend Dividend

Company Price (P)!  Dividend (Dy)'  Yield (DyPy)!  Yield (Dy/P)'?

American States $ 31.20 $ 0.87 2.79% 3.15%
Aqua America $ 24.24 $ 0.66 2.72% 2.80%
California Water $ 23.4 $ 0.66 2.82% 3.36%
Connecticut Water $ 3248 $ 1.03 3.17% 3.62%

. Middlesex $ 20.24 $ 0.77 3.80% 3.96%
. SJW Corp. $ 26.85 $ 0.76 2.83% 2.95%
Average 3.02% 3.31%
Median 2.83% 3.26%

? Yahoo Finance. 60 day average of stock prices as of October 2, 2014.

Exhibit
Rebuttal Schedule D4.7
Witness: Bourassa

2 Average Annua Dividend is dividends declared per share for a year divided by the average annual price of the stock in the same year,

expressed as a percertage. FOf COMPArisOn purposes only.
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Utility Source, LLC
Discounted Cash Flow Analysis
DCF Constant Growth

1 12}

Expected
Dividend Dividend

Yield (Dy/Py)' Yield (Dy/Pq)?

DCF - Past and Future Growth 3.02% 3.20%
DCF - Future Growth 3.02% 3.20%
Average 3.02% 3.20%
Median 3.02% 3.20%

1 Spot Dividend Yieid = DO/PQ. See Rebuttal Schedule D-4.7.
2 Expected Dividend Yieid = D,/Pg = Do/P, * (1+9).

3

Growth (q)
5.94%

5.71%

5.82%

5.82%

* Growth rate (g). Average of Past and Future Growth. See Rebuttal Schedule D-4.4, column 7
* Growth rate (g). Average of Analyst Estimates Future Growth. See Rebuttal Schedule D-4.6.

Exhibit
Rebuttal Schedule D-4.8
Witness: Bourassa

14)
Indicated
Cost of
Equity
k=Div Yid + g

is 2+3)

9.1%

8.9%

9.0%

9.0%




z
PN AN |ET
@

Utility Source, LLC
Market Betas

Company
American States
Aqua America
California Water
Connecticut Water
Middlesex
SJW Corp.

OO A LN =

Average

' Value Line Investment Analyzer data (Aug 5, 2013)

Exhibit
Rebuttal Schedule D-4.9
Witness: Bourassa

Beta (p)'
0.70
0.70
0.70
0.65
0.70
0.85

0.72

Note: Beta is a relative measure of the historical sensitivity of a stock's price to overall fluctuations
in the New York Stock Exchange Composile Index A Beta of 1.50 indicates a stock tends o rise
{or fall} 50% more than the New York Stock Exchange Composite Index The “Beta coefficient” is
derived from a regression andysis of the relationship betwaen weekiy percent-age changes in the
price of a slock and weekly percentage changes in the NYSE Index over a period of five years. In
the case of shorter price histories, & smaller time period is used, but two years is the minimum.

The Betas are adjusted for ther long-term tendency to converge toward 1.00.




Utility Source, LLC Exhibit
Forecasts of Long-Term Interest Rates Rebuttal Schedule D4.10
Witness: Bourassa

Line

No.

1

2

3 Average

4 Description Aug-14 2015 2016 Average
5 .

6 Blue Chip Consensus Forecasts' 320%'  410% 2 470% 2 4.40%
7

8  ValueLine’ 320% '  3.90% *  440% * 4.20%
9

10 Average 4.30%
1

12

13

14 ! Federal Reserve Monthly Average 30 Year U.S. Treasury

15 2 june 2014and September 2014 Blue Chp Finandial Forecasts consensus long-term forecast of 30 Year U.S. Treasury
16 ? Value Line Quarterl forecad, dated August 22, 2014, Lang-term Treasuy




Utility Source, LLC Exhibit
Computation of Current Market Risk Premlum Rebuttal Schedule D-4.11
Line Witness: Bourassa
No.
1 Expected Expected Monthly Average Market
2 Dividend Dividend Market 30 Year Risk
3 Month Yield (D) Yield (DufPo)’ + Growth(9) = Reum(k) - Ire ate® = jum (MRP
4 Feb 2.01% 2.21% + 9.83% = 12.04% - 3.17% = 8.87%
5 Mar 2.01% 2.20% + 9.83% = 12.04% - 3.16% = 8.88%
6  April 1.98% 2.16% + 9.33% = 11.49% - 2.93% = 8.56%
7  May 2.01% 2.20% + 9.50% = 11.70% - 3.11% = 8.58%
8 June 2.14% 2.34% + 9.50% = 1184% - 3.40% = 8.44%
9 July 2.02% 2.21% + 9.50% = 11.71% - 3.61% = 8.10%
10 Aug 2.14% 2.34% + 9.50% = 1184% - 3.76% = 8.08%
11 Sept 2.10% 2.30% + 9.50% = 1180% - 3.79% = 8.01%
12 Oct 2.00% 2.19% + 9.50% = 11.69% - 3.68% = 8.01%
13 Nov 1.99% 2.18% + 9.50% = 11.68% - 3.80% = 7.88%
14 Dec 2013 1.93% 211% + 9.50% = 11681% - 3.80% = 7.72%
15 Jan 2014 2.01% 2.21% + 9.83% = 12.04% - 3.77% = 8.27%
16 Feb 2.01% 2.20% + 9.50% = 11.70% - 3.66% = 8.04%
17 Mar 2.01% 2.20% + 9.50% = 11.70% - 3.62% = 8.08%
18  Apr 1.98% 2.16% + 9.50% = 11.66% - 3.52% = 8.14%
19 May 2.01% 2.20% + 9.42% = 11.82% - 3.38% = 8.23%
20 June 1.98% . 2.16% + 9.33% = 11.50% - 3.42% = 8.08%
21 July 2.05% 2.24% + 9.50% = 11.74% - 3.33% = 8.41%
22 Aug 2.01% 2.20% + 9.50% = 11.70% - 3.20% = 8.50%
23
24 Recommended 201% 2.20% + 9.44% = 11.65% - 3.32% = 8.33%
25
26  Short-term Trends
27 Recent Twelve Months Avg 2.0%% 2.20% + 9.51% = 1.70% - 3.59% = 8.11%
28 Recent Nine Months Avg 2.00% 2.19% + 9.51% = 11.70% - 3.63% = 8.16%
22 Recent Six Months Avg 2.01% 2.19% + 9.46% = 1165% - 3.41% = 8.24%
30 Recent Three Months Avg 2.01% 2.20% . 8.44% = 11.65% - 3.32% = 8.33%
31
32
30 Notes:
31 ' Median Dividend Yield (Dy/P,) of dividend paying stocks. Data from Value Line Ir Analyzer Softy Data ( y) - Value Line 1700 Stocks

32 ? Expected Dividend Yield (D,/Pg) equals current average dividend yield (Do/P,) times one plus growth rate(g).
33 *Median of Projected EPS, Projected DPS Growth and Projected BV Growth for VL 1700 stacks. Data from Value Line investment Analyzer Software.
34 “Monthly average 30 year U.S. Treasury. Federal Reserve.




Utility Source, LLC Exhibit
Traditional Capital Asset Pricing Model (CAPM) Rebuttal Schedule D-4.12
Witness: Bourassa

Line

No.

1 Rf' +« beta® x  RP, + = k

2

3 Historical Market Risk Premium CAPM 4.30% + 0.72 X 670% * + = 9.1%
4

5 Current Market Risk Premium CAPM 4.30% + 0.72 x 833% ‘' + = 10.3%
6

7 Average 7%
8

9 Median 9.7%
10

11

12 ! Forecasts of longterm treasury yields. See Rebual Schedule D-4.10.

13 ? Value Line Investiment Analyzer dala. See Rebutal Scheduls D-4.9.

14 ? Historical Market Risk Premium from (Rp) MorningStar SBB! 2014 Classic Yearbook Table 11-5 Long-Horizon ERP 1926-2013.
15 * Computed using DCF constant growth method to determine curent market return onMalue Line 1700 stocks

16 angd CAPM with betaof 1,010 compute Current Market Risk Premium {Rp). See Rebultal Schedule D-4.11




Utility Source, LLC
COST OF EQUITY {COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Fhelps Risk Premium Study Data

Company
1 American States AWR
2 Aqua America WTR
3 California Water CWT
4 Connecticut Water cTws
5 Middlesex MSEX
6 SJW Corp. SIwW
Utility Source, LLC Proforma

* From Zacks investment Research data
? From Zacks Investment Research. From E-1 for subject utility.
3 Net Income. From Zacks Investment Research and Company ACC reports

Net ncome Data {$ millions’

ompan: Symbol
American Slales AWR
Aqua Amenica WTR
California Water Cwt
Connecticut Water CTws
Middlesex MSEX
SJw Corp. SIW

WUiility Source, LLC

Measures of size

Exhibit
Rebuttal Schedule D-4.13
Witness: Bourassa

Net Income data for publicly traded water utilities from Zacks investment Research and/or Yahoo Finance

* Eamings before Interest, Taxes, Depreciation and Amortization (EBITDA). From Zacks

EBITDA Dats (§ milions)

Lol Symbol
American States AWR
Aqua America WTR
California Water cwT
Connecticut Water CTWS
Middlesex MSEX
SJW Corp. SIwW

Utility Source, LLC

(Millions)
My Book S Yr Avg.
Equity' Equit'  MwiC’
$ 1,191 $ 492 § 1517 § 45
$ 4195 1535 § 5683 § 155
$ 109 § 598 § 1522 § 42
$ 359 $ 197 § 534 § 13
$ 317 § 189 § 47 s 14
$ 544 § 322§ 879 § pal
NA $ 37 NA $ ©.2)
2013 2012 2011 2010
$ 627 § 540 § 459 § 33.2
$ 2050 § 1970 § 1431 § 124.0
$ 473 % 490 § 377§ 77
$ 183 § 140 3§ 13§ 9.8
$ 166 $ 140 3 134 § 14.3
$ 235 § 220 § 209 § 244
(0,15) (0.13) {0.19) {0.18)
h and Company ACC reports.
2012 2011 - 2010

$ 1810 § 1540 § 1333 § 1344
$ 4243 8 4390 § 3978 § 4732
$ 1550 $ 1510 $§ 1433 § 1557
H) 434 § 300 $ 242 § 25
$ 21 3 90 3 3486 § 433
$ 914 § 90.0 § 871 § 754
$ ©0) $ 00 $ 0.0y 0.01)

EBITDA data for publicly traded water utiliies from Zacks Investment Research and/or Yahoo Finance

EBITDA data for subject utility from E-1 and/or ACC reports

XX R RNy

e n

Total

285
104.4

10:2
0.0
152

0.15)

2000
1226
4152
1265

203

935
0.02

8 YrAvg.
EBITDA

141

430

148

28

38

87

T X X X R

»

04

127
13.7
21.2

LR R Y

$ ©0.2)

1411
4299
146.1

28.1

CX X X" XYY

o755

0.42




Utility Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Premium Study Dats

Exhibit

MRP,,,, Estimates Using Duff & Phelps 2014 fon t k data (L ) Rebuttal Schedule D-4.14
Assumes 100% Equity and 0% debl Wiiness. Bourassa
Data ing with Regression Analysi
Smoothed Premium (RP ..} » Constant + X Coefficients ~ Log{Relevent Metric)
RPurvetevared = RPiavarad - WoWo' (Bu-Ba) RP et
Where B, = unlevered portfolio beta
Pa = debt beta, assumed to be 0.1
W = percentage of debt in capital structure
W, = percentage of equity in capital structure
RPiqverea = levered realized risk premium MV Book 5YrAvg. Tolal 5YrAvg.
Equity Equity MviC Net Income Assels EBITDA
(ableC-1) (TableC-2) (TableC-4) (TahieC-3) (TableC:§) (TableC-6)
Constant 19.089% 18.046% 19.463% 13.763% 18.027% ~ 15.308%
X Coefficiant(s) -3.233% -2.501% -3.243% -2.623% -2.851% -2.736%
MRP,,, (unlevered}
MV Book 5YrAvg. Total 5 YrAvg.
Company Symbol Eouily Eauity MVIC Nstincome Assets  EBITDA  Average
1 American States AWR 9.14% 9.07% 9.15% 9.43% 0.17% 9.43% 9.23%
2 Aqua America WTR 7.38% 7.79% 7.29% 8.02% 7.52% 8.10% 7.68%
3 Califomia Water CWT 8.26% 8.85% 9.14% 9.48% 8.62% 9.39% 9.13%
4 Connecticut Water CTws 10.83% 10.10% 10.62% 10.87% 10.15% 11.36% 10.65%
5 Middlesex MSEX 11.00% 10.15% 10.87% 10.78% 10.19% 10.96% 10.66%
6 SJW Corp. Suw 10.24% 9.55% 9.92% 10.28% 9.37% 10.00% 9.89%
Average (unlevered) 9.64% 9.25% 9.50% 9.81% 9.17% 9.87% 9.54%

Utility Source, LLC NA 14.57% NA NMF 15.04% 16.34% 16.32%




Utitity Source, LLC
COST OF EQUITY [COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Pheips Risk Premium Study Data

Exhibit
Unlevered Portfilio Beta Rebuttal Schedule D-4.15
{from 2014 Duff 8 Phelps Valuation Handbook - Table C} Witness: Bourassa
Unlevered Portfolio Beta (.}
Company Symbo (et CT)  (Table -2) (Table C-4) (TableC-3) (able &5 [ebieCl  Average
1 American States AWR 0.94 0.96 0.85 0.95 0.97 095 0.95
2 Aqua America WTR 0.87 0.89 0.86 0.88 0.83 0.82 0.88
3 California Water CcwT 0.98 0.66 0.95 0.95 0.94 0.96 0.96
4 Conneclicul Water CTws 0.96 0.98 0.97 0.97 0.99 1.03 0.98
S Middlesex MSEX 0.96 1.00 o.se 0.97 0.99 0.98 0.88
6 SJW Corp. sSIw 0.98 0.98 0.8 0.99 0.97 0.95 0.98
Average 0.98 0.98 0.95 0.98 0.95 0.95 0.85

Utitity Source, LLC NA 0.98 NA 1.0 1.05 1.03 1.02




Utility Source, LLC

COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD

Based on Duff and Pheips Risk Premium Study Data
Exhibit

} Rebuttal Schedule D-4.16
Witness: Bourassa

MRP Estimates Using Duff & Phelps 2014 V ion k data (R
Relevered Realized Risk Premium
RP ieveres = RPymeverea ® Wo/W ' (B, -Ba) RPrase
Where B, = unievered portfolio beta
P4 = debt beta, assumed to be 0.1
W, = percentage of debt in capital structure
W, = percentage of equity in capital structure
RP yievarea = Uk d realized risk ium from Table 2
RP, ..t = @neral equity risk premium for the market since 1963.

MRP,,., (Relevared)
MY Book 5YrAvg. Total 5YrAvg.

Gompany Symbol W,/W, Eqguity Eaquity MVIC Netincome  Assets EBITDA Average

1 American States AWR 27.4% 10.27% 10.22% 10.29% 10.57% 10.33% 10.57% 10.37%
2 Agua America WITR 35.0% 8.70% 9.15% 8.60% 95.36% B.77% 9.34% 8.98%
3 California Water Cwt 38.9% 10.94% 10.49% 10.76% 11.11% 10.22% 11.02% 10.76%
4 Gonnecticut Watec cTws 48.7% 12.88% 12.20% 12.69% 12.94% 12.27% 13.56% 12.76%
5 Middiesex MSEX 40.9% 12.72% 11.85% 12.63% 12.53% 11.97% 12.75% 12.42%
6 SJW Corp. SJw 61.5% 12.90% 12.20% 12.57% 12.87% 11.99% 12.56% 12.53%
Average MRP (Relevered) 42.06% 11.40% 11.04% 11.26% 11.58% 10.93% 11.63% M.31%
Utility Source, LLC 0.00% NA 14.57% NA NMF 15.04% 16.34% 15.32%




Utitity Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Premium Study Data

Equity Risk Premium Adjustment and Other meterics used in Bulid-up Method

[1) Estimate of Current Market Risk Premium (RPmane)

{2] Risk Premium Assumed in Duff & Phelps Study (1963-2013)'

3] Equity Risk Premium Adjustment ([1] - [2])

[4] Average MRP (relevered) for publicly traded water companies (from Rebuttal Schedule D-4.16)
(5] MRP (relevered) for publicly tradad water companies (RP ..} {[3] + {4])

(6] Equity Risk Premium Adjustment ({3])
{7] Average MRP (retevered) for subject utifity company (from Table D-4.16)
{8) MRP (relevered) for subject utility company (RP,.,) ({6} + {7))

18] Industry Risk Premium (From Duff & Pheips for SIC 494 Water Supply Indusiry Exhibit 5-7)
[10] Adjustment Factor to Industry Risk Premium ({2) / 8.96%']
[11] Adjusted Industry Risk Premium (R;) ([9] x {10])

[12} Risk Free Rate [R,)*

' From Duff & Phelps 2014 Valuation Handbook.
? Yield on 20 Yr U.S. Treasury September 30, 2014 (Federal Reserve)

Exhibit
Rebuttal Schedule D-4.17
Witness: Bourassa

5.00% <<<< Current Duff and Phelps recommendation
4.90%
0.10%

11.31%

11.41%

0.10%
15.32%
15.42%

-4.24%
0.7184
-3.05%

2.98%




Utility Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Premium Study Data
Cost of Equity (COE]} Estimate using Build- d
E{R)) = R, + RP,,, + RP, + RP,
Where:

E(R;} = Expected (indicated) rate of return

Rf = Risk-free rate of return. See Rebuttal Schedule D-4.17.

i See

RPm+s = Market risk p: luding size p Schedule D4.16.
RPi = y risk premium (adj | D-417.
RP,=C y ific risk p
Company
1 American States AWR
2 Aqua America WTR
3 California Water . CWT
4 Conneclicul Water CTWS
5 Middlesex MSEX
8 S4W Corp. Saw

Average COE estimate
Median COE Estimate

Utility Source, LLC

Exhibit
Rebuttal Schedule D-4.18
Witness: Bourassa

Sample
Publicly Traded
Water
ytilities  Utility Source, LLC
Re= 2.98% 2.98%
RPp, = Ses Sched. D-4.16
RP) = -3.05% 3.05%
RP, > 0.00% 0.00%
indicated COE E(R)
MV Book 5YrAvg. Total 5YrAvg.
Equity Equity MvIC CO Assels EBITDA Average
10.30% 10.26% 10.32% 10.60% 10.37% 10.60% 10.41%
8.73% 9.18% 8.63% 9.39% 8.80% 9.37% 9.02%
10.97% 10.52% 10.80% 11.15% 10.25% 11.06% 10.79%
12.91% 12.23% 12.73% 12.98% 12.31% 13.60% 12.79%
12.78% 11.98% 12.66% 12.56% 12.00% 12.78% 12.46%
12.93% 12.24% 12.60% 13.00% 12.03% 12.59% 1257%
11.44% 11.07% 1.28% 11.61% 10.96% 11.67% 11.34%
11.87% 11.25% 11.70% 11.85% 11.19% 11.83% 11.63%
NA 14.60% NA NMF 15.08% 16.37% 15.35%
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Utility Source, LLC Exhibit
Size Premium' TJB-COC-RB1

Witness: Bourassa

Size
etal Premium for
Mid-Cap Companies® 1.19 1.51%
Low-Cap Companies’ 1.30 2.31%
Micro-Cap Companies’ 1.43 4.36%
Decile 10° 1.48 6.63%

for Smail Water Utilities

Risk
Premium
il er

3.77%

Risk
Premium

Estimated Risk Premium for small water ulilities® 0.99%
' Data from Table 7-10 of Momingstar, {bboison SBBI 2013 Valuation Yearbook
2 Mid-Cap companies includes companies with market capitalization batween $1,912 million and $7,687 million.
3 Low-Cap companies includes companies with markel capitalization between $514 million and $1,909 million.
* Micro-Cap companies includes companies with market capitalization less than $514 miflion.
® Dedile 10 includes panies with market capitalizati $1.14 million and $254 million.
® From Table 2, Thomas M. Zepp, “Utility Stocks and the Size Effect Revisited,” The Quarterly Review
of Economics and Finanog , 43 (2003), 578-582.
' Computed as the weig differences bet the Decile 10 risk premium and the inidicated risk premiums
for the sample water utlities as shown below. Excludes risk due to differences in beta.
Market Cap. Size Difference Weighted
{Miffiong) Class Bremivm 10 Decile 10 Weight Size Premium
1. American States $ 1,191 Low-Cap 2.31% 4.32% 0.166866867 0.72%
2.  Aqua America $ 4,195 Mid-Cap 1.51% §.12% 0.166666667 0.85%
3. California Water $ 1,09 Low-Cap 2.31% 4.32% 0.186666667 0.72%
4. Connecticul Waler H 359 Micro-Cap 4.36% 2.27% 0.166666667 0.38%
5. Middlesex 3 317 Micro-Cap 4.36% 2.27% 0.166666667 0.36%
6. SJWCorp. $ 544 LowCap 2.31% 4.32% o, 7 0.72%
Average 2.86%  Wghtd Size Prem. for Small Utiiities 377%
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Steve Wene, No. 019630

MOYES SELLERS & HENDRICKS LTD.
1850 N. Central Avenue, Suite 1100
Phoenix, Arizona 85004

(602)-604-2189

swene@law-msh.com

Attorneys for Utility Source, L.L.C.

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

BOB STUMP, CHAIRMAN
GARY PIERCE

BOB BURNS

SUSAN BITTER SMITH
BRENDA BURNS

IN THE MATTER OF THE APPLICATION | DOCKET NO: WS-04235A-13-0331
OF UTILITY SOURCE, LLC, AN
ARIZONA CORPORATION, FOR A

OFRATON LGB VALUE ) wapurras TEeTimoNy
PROPERTY AND FOR INCREASES IN OF LONNIE McCLEVE

ITS WATER AND WASTEWATER RATES
AND CHARGES FOR UTILITY SERVICE
BASED THEREON.
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L GENERAL INFORMATION AND POSITIONS

Q.  Please state your name and your role in this matter.

A. Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). I oversee
the Company. Typically, the day to day operations are handled by the Company’s office
manager and system manager, but they keep me informed regarding significant issues.
The Company’s other owner, Gary Bulechek, will sometimes oversee certain projects and
he will keep me informed as to those undertakings as well. I have held this position since
the Company was granted a CC&N in 2005. I have also developed several properties
over time, including Flagstaff Meadows, which is served by the Company.

Q. What is the purpose of your testimony?

A. I am commenting on the non-financial issues raised by Staff and the interveners. 1
will focus on those issues where the Company has a contrary view to those expressed by
Staff or an intervener.

II.  RESPONSE TO CERTAIN STAFF POSITIONS

Q. Staff’s engineer recommended that the Company finish constructing the

block wall around Well 2 and install a functioning gate. Does the Company agree
with this recommendation?

A. The Company understands that it has to have site control of the well and needs to
have a fence, wall, or some type of enclosure to keep people away from the well. The
Company understands this requirement and agrees to finish the work. However, based on
our experience, we know the county may have specific requirements as to what type of
structure is built and where it is located. All we ask is that the recommendation be

worded so we are required to build a structure that complies with the enclosure rule, but
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leave some flexibility to enable the Company to build a cost-effective structure.

Q. Staff’s engineer recommended that the Company adopt five BMPs selected by
Staff. Does the Company agree with this recommendation?

A. No. The Company understands that the Commission no longer routinely requires
BMPs. Our understanding is that BMPs are usually adopted when water loss is high.
Here, the Company’s water loss is around 5%, which is very good for a small water
company. So there is no need for BMPs. Further, if BMPs are required, then the
Company should be able to select which ones are most appropriate rather than Staff
dictating those to apply.

Q. Regarding Deep Well 4, Staff recommends that the Company be required to

get Commission approval to sell Deep Well 4. Does the Company agree with this
recommendation?

A. The Company has no intention of selling Deep Well 4, so this is not an issue.

Q. Staff also recommends that the Company cannot require a developer to pay
for construction of a new well. Does the Company agree with this recommendation?

A. No. Neither the Company nor Staff knows what a developer may plan. A
developer may want to construct a planned community where the demand is beyond the
current capacity of the Company system. In such a case, it might be prudent to have the
developer pay for another well.

Q. Staff’s engineer recommends that the Company repair the wastewater

treatment plant mixed media filter. Does the Company agree with this
recommendation?

A.  The Company accepts this recommendation, provided the costs are reasonable,
which should be less than $10,000. To be clear, the plant meets the effluent standards for

producing irrigation water without this equipment being operational.




Q. Discuss Staff’s testimony regarding the standpipe that the Company has
built.

A. My partner, Gary Bulechek, was the point person on this project. The Company
was selling bulk water from a fire hydrant, primarily to contractors and commercial users.
Coconino County staff approached the Company and said it would no longer allow the
Company to operate in this manner and would need to build a loading station. Put
another way, the Company built the new load station to comply with the County rules and
staff comments.

During this time, the Company was making approximately $3,500 a year from
bulk water sales through the hydrant. The Company had no intention of making this an
expensive building project. But by the time we hired an engineer, followed his advice,
and then had to make multiple improvements demanded by the County, we had spent
around $50,000 and the project was still not complete. Gary and I decided it made
economic sense to finish the project so that the costs expended could be recovered over
time.

As far as revenues, the Company believes it will generate moré revenue than the
$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s
guess. Staff seems to assert that the Company will sell 200,000 gallons every month,
which is very improbable especially during the winter. The 200,000-gallon estimate is
the maximum that could be served, not a projection of what will be served. Put another
way, it is a peak demand estimate that might occur some year; not a monthly estimate

that will occur every year.
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Q. Staff recommends the Company file a new rate case with a 2015 test year
based upon its belief that the standpipe operation could generate $52,000 a year. Do
you agree with Staff’s recommendation?

A. No. First, this rate case will still be ongoing in 2015 and we will not have had
time to recover our rate case expense by the time we have to file another case. The new
rates will not be in effect for a year by the time we have another test year. Adding the
cost of another rate case so soon would be a tremendous burden on the customers. If
Staff is concerned about the Company over-earning, then it might be prudent to state that
the Company needs to file another rate case if Company revenues exceed the revenue
requirement by 10%. But to require a new rate case when we do not know the impact of
the fill station seems to build additional cost without a factual basis. My understanding is
the Commission usually requires a small water company to file for a rate case once every
five years, and we are fine with that approach.

III. FIRE PROTECTION PLANT ISSUES

Q.  The interveners raised concerns regarding fire protection plant inclusion in
rate base and reliability. Please comment on those issues.

A. The Company has 34 fire hydrants. My understanding is that fire hydrants are
properly included in rate base. The reliability issues have been resolved. This was
confirmed by the local fire chief, who noted that he understood that adequate repairs have
been made. See Mark Sachara email dated July 29, 2014 (enclosed in filing by Terry
Fallon). In 2011, an electrical issue arose and was repaired in a reasonable time.
Between 2012 and 2013, there were mechanical issues that required repeated repair. A

bolt repeatedly broke, even after upgrading the quality of the bolt twice. After the fourth




bolt, which was custom made with dense material, broke the Company had a machinist
mill a retention system and that has solved the issue to date. Please note that the dates
provided herein are more accurate than what was previously provided in the response to
Nielsen’s data request 1.6.

IV. RESPONSE TO NIELSEN ISSUES

Q. Intervenor Nielsen argues that Utility Source is not in compliance with
Commission Decision 67446. Do you agree?

A, No. Decision 72261 acknowledged that Staff concluded the Company complied
with Decision 67446, ADWR, and ADEQ. The Commission adopted Staff’s
recommendation and found that the Company was in compliance and the performance
bond held to ensure performance was released.

Nielson’s primary concern is the ownership of land. Right after Decision 72261
was issued, the Company instructed its attorney and engineer to transfer real property
rights at issue to the Company. To secure compliance, the Company filed two deeds and
two easements transferring rights to the Company. The Company trusted its consultants
to perform the task properly. If there are any discrepancies that were not previously
resolved and that exist today, the Company will rectify them. The Company and its
owners fully intend to have the Company own the production wells that concern Nielson.

One issue that needs to be addressed is the registration of the wells in the ADWR
data base. The Company is aware that several of its wells are still registered under other

entities and the Company will rectify this issue as soon as practical.

‘*
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Q. Intervener Nielsen argues Deep Well 4 should not be in rate base for various
reasons. Please comment on his position.

A. The Company has not requested Deep Well 4 be included in rate base. While Mr.
Bulechek is in charge of this project, my understanding is that new source testing was
performed on this well around 2005-06 and the water quality is good. This well is
currently offline, but it is our intention to begin using it in the near future. The Company
is going to file all finalization documents soon because the intent is to start using this well
as a production well for the system.

Q. Intervener Nielson seems to criticize comments you allegedly made

concerning water rates and the development of Flagstaff Meadows Unit III and the
proposed Loves Travel Center. Please comment.

A. I am familiar with the expenses necessary to run these utilities. On several
occasions, I have stated publicly that unless the community grows with new customers,
utility rates could double. As demonstrated by our rate applications, as well as the
analysis by Staff and RUCO, my projection has proven accurate.. The Company would
like more customers to help spread the cost of operating the utilities.

Q. Intervener Nielsen alleges either the Company or its ownership has withheld

information and documents relating to the period when the utilities were operated
by the property owners’ association. Please comment,

A.  The allegation is false. We turned over the records to the property owners’
association years ago. The issues related to the property owners’ association operating
the utilities and the rate base has already been addressed by the Commission.

Q. Nielsen also alleges that the Company has a line extension agreement with
Empire Builders. Do you have such an agreement?

A. No. Nielsen is raising concerns about events that occurred approximately ten
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years ago. [ do not recall that we executed a line extension agreement. Our attorney who
would have addressed this issue is retired and the Empire Builders’ project went
bankrupt. We reviewed our files and did not find an extension agreement with Empire
Builders or any entity associated with the development it proposed. On September 12,
2014, the Company responded to Nielsen’s second set of data requests by stating the
Company does not have such agreements.

Q. Nielsen alleges the utilities are overbuilt. Do you agree?

A.  No. I would like to point out that Staff’s engineer did not believe the systems are
overbuilt either. |

Q. Nielsen alleges no hydrologist was consulted when Deep Wells 1 and 2 were
constructed. Is that true?

A. No. When siting Deep Well 3, however, the hydrologist employed different
methods, which worked better.

Q. Comment on Nielsen’s statements that the Company did not respond to his
data requests relating to peak daily flows in March of 2012.

A. The Company staff read the meter. We do not know why the flow was higher that
month.
Q. Does this conclude your rebuttal testimony?

A. Yes.
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INTRODUCTION AND QUALIFICATIONS.
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying on behalf of the applicant, Utility Source, LLC (“USLLC” or the
“Company”). USLLC is seeking changes in its rates and charges for water utility
service in its certificated service area, which area is located in Yavapai County.
HAVE YOU PREVIOUSLY SUBMITTED DIRECT AND REBUTTAL
TESTIMONY IN THE INSTANT CASE?

Yes, I have previously submitted direct and rebuttal testimony in support of the
request for new rates in this docket.

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?

To respond to the surrebuttal filings by Staff and RUCO relating to rate base,
income statement and rate design for USLLC. In a second, separate volume of my
rejoinder testimony, I will provide responses to Staff and RUCO on the cost of
capital, the rate of return applied to the fair value rate base, and the determination

of operating income.

SUMMARY OF USLLC’S REJOINDER POSITION.

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND
WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN
THIS REJOINDER TESTIMONY?

For the water division, the Company proposes a total revenue requirement of
$432,967, which constitutes an increase in revenue of $226,783, or 109.99 percent
over adjusted test year revenues. For the wastewater division, the Compény

1




W 0 3 &N s W

e e e T
BHOWON = O

proposes a total revenue requirement of $328,900 which constitutes an increase in
revenues of $209,436 or 175.31 percent over adjusted test year revenues.

HOW DO THESE COMPARE WITH THE COMPANY’S REBUTTAL
FILING?

The total revenue requirement and required rate increase is slightly less for the
water division. This is because the Company has adopted RUCO’s recommended
adjustment to water testing expense which results in about a $1,100 reduction to
expenses. The total revenue requirement and required rate increase is the same for
the wastewater division. The Company continues to recommend an 11.0 percent
return on equity. Based on a capital structure consisting of 100 percent equity and
0 percent debt, the Company recommends a weighted cost of capital and return on
its fair value rate base (“FVRB”) of 11.0 percent. I discuss the Company’s
proposed return on equity, cost of debt, and capital structure in my separate
rejoinder cost of capital testimony.

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE
INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE
OF THE PROCEEDING?

For the water division, the proposed revenue requirements and proposed rate

increases are as follows:

Revenue Requirement Revenue Incr. % Increase
Company Rebuttal $432,967 $226,783 109.99%
Staff $412,100 $206,184 99.87%
RUCO $342,275 $136,091 66.00%
Company Rejoinder $431,858 $225,674 109.45%

For the wastewater division, the proposed revenue requirements and

2
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proposed rate increases are as follows:

Revenue Requirement Revenue Incr. % Increase

Company Rebuttal $328,900 $209,436 175.31%
Staff $316,668 $197,204 165.07%
RUCO $279,524 $160,060 133.98%
Company Rejoinder $328,900 $209,436 175.31%

RATE BASE

A. Water Division Rate Base.

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS FOR THE WATER DIVISION?

Yes, for the water division the rate base proposed by the parties proposing a rate

base in the case, the Company, Staff and RUCO, are as follows:

OCRB FVRB
Company Rebuttal $1,575,194 $1,575,194
Staff $1,604,879 $1,604,879
RUCO $1,575,194 $1,575,194
Company Rejoinder $1,575,194 $1,575,194

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ORIGINAL COST RATE BASE FOR THE WATER DIVISION?

Yes. The Company’s rejoinder rate base adjustments to the water division’s
OCRB are detailed on rejoinder schedules B-2, pages 3 through 6. Rejoinder
Schedule B-2, page 1 and 2, summarize the Company’s proposed adjustments and
the rejoinder OCRB. The Company is not proposing any changes or additional
adjustments to the water division rate base. The Company’s rejoinder adjustments
are the same as the Company’s rebuttal adjustments.

3




1. Remaining Issues in Dispute.
a. Accumulated Depreciation (A/D).

PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE
COMPANY REGARDING THE ACCUMULATED DEPRECIATION

BALANCE?

The Company proposes an A/D balance of $716,486' while Staff proposes an A/D
balance of $667,1312; a difference of $49,355.

DID STAFF EXPLAIN WHY ITS ACCUMULATED DERPECIATION
EXPENSE WAS LOWER?

No.? Since Staff did not explain why its A/D balance was lower, I reviewed the
Staff work papers and have found that the $49,354 difference represents an
additional year of depreciation related to Deep Well #4. In other words, Staff
removes an additional year of depreciation for Deep Well #4.

DIDN'T THE COMPANY REMOVE ALL ACCUMULATED
DEPRECIATION ON DEEP WELL #4 THROUGH THE END OF 2012 IN
ITS DIRECT FILING?

Yes.* There is no reason that I can find for the removal of an additional full year
of depreciation. = Accordingly, The Commission should reject the Staff

recommended A/D balance.

! See USLLC Rejoinder Water Division Schedule B-2, page 2.

2 See Staff Surrebuttal Water Division Schedule JLK-W3.

3 See Surrebuttal Testimony of Jorn L. Keller (“Keller Sb.”) at S.
4 See USLLC Direct Water Division Schedule B-2, page 4.1.

4
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b. Accumulated Amortization on_Contributions-in-aid _of
Construction (CTIAC).

Q. PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE
COMPANY REGARDING THE ACCUMULATED AMORTIZATION
BALANCE?

A. The Company proposes an Accumulated Amortization (“A.A.”) balance of
$95,670° while Staff proposes an A/D balance of $76.001%; a difference of
$19,669. As I explained in niy rebuttal testimony, the Company’s proposed A.A.
balance was reconstructed according the typical and customary method used by
both Staff and myself in the past.” In the instant case, Staff has inexplicably
changed its past practice of using the composite depreciation rate for each year for
computing amortization and instead uses the prior test year composite depreciation
rate.

Q. HAS STAFF EXPLAINED WHY IT IS USING AN AMORTIZATION
METHOD INCONSISTENT WITH ITS PAST PRACTICES?

A. No.

Q. HAS STAFF USED A DIFFERENT METHOD FOR COMPUTING
ACCUMULATED AMORTIZATION FOR THE WASTEWATER
DIVISION?

A. Yes. Staff accepted the Company’s direct proposed A.A. balance for the
wastewater division which was based upon the same method the Company used for
its water division. So, the method used by Staff for re-computing the A.A. balance

for the water division is inconsistent with the method used for the wastewater

5 See USLLC Rejoinder Water Division Schedule B-2, page 2.
6 See Staff Surrebuttal Water Division Schedule JLK-W6.
7 See Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb.”) at 7.
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division.

ARE THERE ANY REMAINING WATER DIVISION RATE BASE ISSUES
BETWEEN THE PARTIES?

No.

B. Wastewater Division Rate Base.

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS FOR THE WATER DIVISION?

Yes, for the water division the rate bases proposed by the parties in the case, the

Company, Staff and RUCQO, are as follows:

OCRB FVRB
Company Rebuttal $825,856 $825,856
Staff $825,880 $825,880
RUCO $825,856 $825,856
Company Rejoinder $825,856 $825,856

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ORIGINAL COST RATE BASE FOR THE WASTEWATER DIVISION?
The Company’s rejoinder rate base adjustments to the wastewater division’s OCRB
are detailed on rejoinder schedules B-2, pages 3 through 6. Rejoinder Schedule B-
2, page 1 and 2, summarize the Company’s proposed adjustments and the rejoinder
OCRB. The Company is not proposing any changes or additional adjustments to
the wastewater division rate base. The Company’s rejoinder adjustments are the
same as the Company’s rebuttal adjustments.
1. Remaining Issues in Dispute.

a. Accumulated Depreciation (A/D).
PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE

COMPANY REGARDING THE ACCUMULATED DEPRECIATION
6




BALANCE?

A.  The Company proposes an A/D balance of $455,092% while Staff proposes an A/D
balance of $455,064%; a difference of $28.

Q. WHAT IS THE CAUSE OF TH DIFFERENCE?

A.  The Company agreed with Staff’s reclassification of $421 from account 390 —
Office Furniture and Equipment to account 390.1 — Computers and Software.'?
These two accounts have depreciation rates of 6.67 percent and 20 percent,
respectively. However, Staff did not adjust its A/D balance to reflect the change to
the account balances. Accordingly, The Commission should reject the Staff
recommended A/D balance.

b. Accumulated Amortization of Contributions in_Aid of
Construction (CIAC).

Q. PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE
COMPANY REGARDING THE ACCUMULATED AMORTIZATION
BALANCE?

A.  The Company proposes an Accumulated Amortization (“A.A.”) balance of

$86,715"" while Staff proposes an A/D balance of $86,711'; a difference of $4.
This difference is the result of the change to the amortization rate for 2012
stemming from the reclassification of plant as described above. , Staff did not
adjust its A.A. balance to reflect the change to plant and the amortization rate.

Accordingly, The Commission should reject the Staff recommended A.A. balance.

8 See USLLC Rejoinder Wastewater Division Schedule B-2, page 2.

® See Staff Surrebuttal Wastewater Division Schedule JLK-WW3,

10 See Bourassa Rb. at 8 and Staff Surrebuttal Wastewater Division Schedule JLK-WW4.
1! See USLLC Rejoinder Schedule B-2, page 2.

12 See Staff Surrebuttal Schedule JLK-W6.
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Q. ARE THERE ANY REMAINING WASTEWATER DIVISION RATE BASE
ISSUES BETWEEN THE PARTIES?
A. No. |

IV. INCOME STATEMENT.

A. Water Division Revenue and Expenses.

Q. WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE WATER
DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU HAVE
ACCEPTED FROM STAFF AND/OR RUCO?

A.  The Company rejoinder adjustments for the water division are detailed on

Rejoinder Schedule C-2, pages 1-12. The rejoinder income statement with
adjustments is summarized on Rejoinder Schedule C-1, page 1-2. The Company
is proposing one change to expenses described below. There are no other changes
or additional adjustments to the wastewater division revenues and/or expenses.
The Company’s rejoinder adjustments to revenues and/or expenses other than the
one change are the same as the Company’s rebuttal adjustments.
1. Water Testing Expense

Q. PLEASE DISCUSS THE COMPANY PROPOSED CHANGE TO WATER
TESTING EXPENSE.

A. As reflected in rejoinder adjustment number 5, the Company is adopting RUCO’s
proposed water testing expense of $374.13 As explained by RUCO, the Company’s
miscellaneous expense already includes the MAP testing cost totaling $1,096.'

The MAP testing expense plus the $374 recommendation total $1,470 which

13 See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 6.
14 Id




matches the Staff recommendation as set forth in Mr. Thompson’s direct testimony
(Table C).

2, Remaining Issues In Dispute.

a. Rate Case Expense
Q. PLLEASE DISCUSS THE DIFFERENCES IN RATE CASE EXPENSE

BETWEEN THE PARTIES.

A.  All of the parties are in agreement on the total level of rate case expense for the
water division of $50,000. The Company and Staff agree on a 3-year amortization
period and a normalized annual expense of $16,667.'> RUCO on the other hand
excludes rate case expense from operating expenses and proposes a surcharge of
$16,667 based upon a 3-year recovery period. !

Q. IS A SURCHARGE RECOVERY APPROACH WARRANTED IN THIS
CASE?

A. No, for at least two reasons. First, the use of a surcharge recovery approach is
rarely used. The problem with a surcharge recovery approach is that the Company
will incur regulatory expense (compliance filings, etc.) between rate cases which
are not reflected in the test year expenses. A normalized expense amount also
makes more sense as it treats rate case expense like other expenses. Expenses in the
future may be higher (or lower) than the adjusted test year level and the actual
earnings which be lower (or higher) than the authorized level. Second, the
Company has agreed to file for another rate case and the Company now agrees with
Staff that the timing of another rate case should correspond to the amortization

period."’

13 Bourassa Rb. at 14.
18 Michlik Sb. at 18.
17 Keller Sb. at 7.
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b. Income Tax Expense
PLEASE DISCUSS THE DIFFERENCE IN THE PROPOSED INCOME

TAXES BETWEEN THE PARTIES.
The Company and Staff propose recovery of income taxes whereas RUCO does

not.'”*  Based upon current Commission policy, RUCO’s position should be

rejected.

B. WasteWater Division Revenue and Expenses.
WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE
WASTEWATER DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU
HAVE ACCEPTED FROM STAFF AND/OR RUCO?

The Company rejoinder adjustments for the wastewater division are detailed on
Rejoinder Schedule C-2, pages 1-12. The rejoinder income statement with
adjustments is summarized on Rejoinder Schedule C-1, page 1-2. The Company
is not proposing any changes or additional adjustments to the wastewater division
revenues and/or expenses. The Company’s rejoinder adjustments to revenues

and/or expenses are the same as the Company’s rebuttal adjustments.

1. Remaining Issues In Dispute.

a. Rate Case Expense
PLEASE DISCUSS THE DIFFERENCES IN RATE CASE EXPENSE

BETWEEN THE PARTIES.
All of the parties are in agreement on the total level of rate case expense for the
water division of $50,000. The Company and Staff agree on a 3-year amortization

period and a normalized annual expense of $16,667.' RUCO on the other hand

18 See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 8.
1 Bourassa Rb. at 14.

10




excludes rate case expense from operating expenses and proposes a surcharge of
$16,667 based upon a 3-year recovery period.”® 1 have previously discussed (at
page 9) why a 3-year amortization is appropriate in the instant case and will not
repeat that testimony here.

b. Income Tax Expense
PLEASE DISCUSS THE DIFFERENCE IN THE PROPOSED INCOME

TAXES BETWEEN THE PARTIES.
The Company and Staff propose recovery of income taxes whereas RUCO does

not2!  Based upon current Commission policy, RUCO’s position should be

rejected.

RATE DESIGN (H SCHEDULES).
A. Water Division.

WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER
SERVICE?

The Company’s proposed rates are:

MONTHLY SERVICE CHARGES
5/8” x 3/4” Meter $ 40.61
3/4” Meter $ 40.61
1” Meter - $100.52
1 1/2” Meter $203.04
2” Meter $324.86
3” Meter $649.72
4” Meter $1,015.19

2 Michlik Sb. at 18.
2! See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 8.

11




$2,030.38

1 to 4,000
4,001 to 9,000
Over 9,000

1 to0 4,000
4,001 to 9,000
Over 9,000

1 t0 27,000
Over 27,000
1 to 57,000
Over 57,000
1 to 94,000
Over 94,000
1 to 195,000
Over 195,000
1 to 309,000
Over 309,000
1 to 615,000
Over 615,000
All gallons
All gallons
All gallons

0

$8.20
$15.70
$21.70
$8.20
$15.70
$21.70
$15.70
$21.70
$15.70
$21.70
$15.25
$21.70
$15.25
$21.70
$15.70
$21.70
$15.25
$21.70
$15.70
$21.70
$21.70

1 6” Meter
2 Gallons in minimum
3
4 COMMODITY RATES
5 5/87X3/4” —Res. & Com
6
7
8 3/4” — Res. & Com.
9
10
1 1’ Meter ~ Res. & Com.
12
13 1 %2” Meter — Res. & Com.
14
15 2” Meter— Res. & Com.
16
17 3” Meter- Res. & Com.
18
19 4> Meter— Res. & Com.
20
21 6 Meter—- Res. & Com.
22
23 Irrigation Meters
24 Standpipe/Bulk Water
25 Construction Meters
26
e ——
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WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMER
AVERAGE MONTHLY BILL UNDER THE NEW RATES?

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
for a 3/4 inch residential customer using an average 4,123 gallons is $75.33 — a
$36.76 increase over the present monthly bill or a 95.27 percent increase.

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN FROM THE
REBUTTAL FILING?

No.

PLEASE COMMENT ON THE PROPOSED WATER RATE DESIGN OF
STAFF.

The Company continues to be concerned with the Staff rate design. The Staff rate
design will lead to greater amounts of revenue erosion when conservation occurs as
compared to the Company’s rate design. One reason for this higher revenue |
instability is that a greater portion of the revenue requirement is recovered via the
commodity rates under the Staff rate design than the Company rate design. Under
the Staff’s design less than 37 percent of the revenue requirement is recovered
from the monthly minimums whereas under the Company’s rate design about 40
percent of the revenues are recovered from the monthly minimums. Another
reason for the greater revenue stability is that under the Staff rate design more
revenues are recovered from the higher commodity rates. About 47 percent of the
revenue requirement is recovered from the two highest commodity rates under the
Staff rate design while about 38 percent of the revenue requirement is recovered
from the two highest commodity rates. When conservation occurs, the commodity
revenues will decrease to a greater extent under the Staff rate design as compared

to the Company rate design.

13
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DO YOU HAVE SIMILAR REVENUE STABILITY CONCERNS WITH
RUCO’S PROPOSED RATE DESIGN?
Yes, RUCO’s rate design fecovers about 36 percent of revenues from the monthly
minimums, which is significantly lower than the Company’s recovery at about 40
percent. Further, like the Staff rate design, a greater portion of the revenue
requirement is recovered from the highest cost commodity rates. RUCO’s rate
design recovers about 40 percent of revenues from the two highest commodity
rates.

1, Other Tariff Changes.
IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND
STAFF ON THE COMPANY’S PROPOSED METER AND SERVICE LINE
INSTALLATION CHARGES?
No, the Company and Staff are in agreement.
IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND
STAFF ON THE COMPANY’S PROPOSED MISCELLANEOUS
CHARGES?
No.
B. Wastewater Division.
WHAT ARE THE COMPANY’S PROPOSED RATES FOR
WASTEWATER SERVICE?

The Company’s proposed rates are:

MONTHLY CHARGE
5/8” x 3/4” Meter $53.00
3/4” Meter $53.00
1” Meter $132.50
1 1/2” Meter $265.00
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2” Meter
3” Meter
4” Meter
6 Meter

Rate per 1,000 gallons of water use:
Residential
Car washes, laundromats, commercial, manufacturing
Hotels and motels
Restaurants
Industrial Laundries
Waste Haulers
Restaurant Grease
Treatment Plant Sludge
Mud Slump Waste

WHAT WILL BE THE 3/4 INCH RESIDENTIAL CUSTOMER AVERAGE

MONTHLY BILL UNDER THE NEW RATES?

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates

for a 3/4 inch residential customer using an average 4,123 gallons is $74.91 — a

$424.00
$848.00
$1,325.00
$2,650.00

$5.31
$ 5.20
$ 6.97
$ 8.61
$ 7.63
$155.79
$136.32
$155.79
$486.85

$50.83 increase over the present monthly bill or a 211.13% increase.

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN?

No.

PLEASE COMMENT ON THE PROPOSED WASTEWATER RATE

DESIGN OF STAFF AND RUCO.

15




Staff continues to propose a wastewater rate design that does not include a usage
charge for residential customers. The Company disagrees with the Staff rate
design because it does not distinguish between those customers who place more
demands on the wastewater system because they use more water and/or because
their wastewater is more costly to treat.

RUCO continues to propose a wastewater rate design that does not include
any monthly minimums. All of the wastewater revenues are recovered via usage
charges. The Company disagrees with the RUCO rate design because it leads to
higher revenue instability and can lead to wide fluctuations in monthly revenues
(seasonality).

The Company also disagrees with the proposal to phase-in rates because the
need for the rates as proposed has been established. Further, the Company needs
the revenue at this time and delay will have adverse impacts on the Company.

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?
Yes.
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit

Rejoinder Schedule A-1
Page 1

Witness: Bourassa

Fair Value Rate Base $ 1,575,194

Adjusted Operating income (5.009)
Current Rate of Return -0.32%
Required Operating income 3 173,271

Required Rate of Return 11.00%
Operating Income Deficiency $ 178,280
Gross Revenue Conversion Factor 1.2658
Increase in Gross Revenue

Requirement $ 225,674
Adjusted Test Year Revenues $ 206,184
Increase in Gross Revenue Revenue Requirement $ 225,674
Proposed Revenue Requirement $ 431,858
% Increase 109.45%

Customer Present Proposed Dollar Percent
Classification Rates Rates Increase lncreage
3/4 inch Residential $ 159,301 $ 326,338 $ 167,038 104.86%
3/4 Inch Commercial 322 810 489 152.01%
2 inch Commercial 38,120 89,670 51,560 135.23%
2 Inch Irrigation 1,776 3.898 2,122  119.50%
Bulk/Construction 3,482 7,323 3,841  110.29%
Revenue Annualization 328 632 304 92.85%
Subtotal $ 203,328 $ 428672 $ 225343 110.83%
Other Water Revenues 3,441 3,441 - 0.00%
Reconciling Amount (585) (255) 330 -56.41%
Rounding 1 0.00%
Total of Water Revenues $ 206,184 § 431,858 $ 225674  109.45%

SUPPORTING SCHEDULES:
B-1
C-1
C3
H-1




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-1

Summary of Rate Base Page 1
Witness: Bourassa

Line Original Cost Fair Vaiue
No. Rate base Rate Base
1 -
2 Gross Utility Plant in Service $ 2,496,640 $ 2,496,640
3 Less: Accumulated Depreciation 716,486 716,486
4
5 Net Utility Plant in Service $ 1,780,154 $ 1,780,154
6
7 Less:
8 Advances in Aid of Construction - -
9
10 Contributions in Aid of Construction 294,745 294,745
1
12 Accumulated Amortization of CIAC (95,670) (95,670)
13
14 Customer Meter Deposits 5,885 5,885
15 Deferred Income Taxes & Credits - -
16
17
18
19 Plus;
20 Unamortized Finance
21 Charges - -

22 Prepayments - -
23 Materials and Supplies - -
24 Allowance for Working Capital - -

28 Total Rate Base $ 1,575,184 $ 1,575,194

43 SUPPORTING SCHEDULES:
44 B-2

45 B-3
45 B-5
47 E-1
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments

Adjusted
atend
of Proforma
Test Year Adjustment

Gross Utility

Plant in Service $ 2,496,640 -
Less:
Accumulated
Depreciation 726,406 (9.919)
Net Utility Plant

in Service $ 1770234
Less:
Advances in Aid of

Construction - -
Contributions in Aid of

Construction - Gross 294,745 -
Accumulated Amortization of CIAC (96,938) 1,267
Customer Meter Deposits 5,885 0
Accumulated Deferred Income Tax - -
Plus:
Unamortized Finance

Charges - -
Prepayments - -
Materials and Supplies - -
Working capital - -
Total $ 1,566,542

SUPPORTING SCHEDULES:

B-2, pages 2
E-1

Exhibit

Rejoinder Schedule B-2
Page 1

Witness: Bourassa

Rejoinder
Adjusted
atend
of

Test Year
$ 2,496,640

716,486

B ae——

$ 1780,154

294,745
(95,670)

5,885

3Tl

RECAP SCHEDULES:

8-1
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Gross Utility
Plant in Service

Less:
Accumulated
Depredation

Net Utility Plant
in Service

Less:
Advances in Aid of
Construction

Contributons in Aid of
Construction (CIAC)

Accumulated Amort of CIAC

Customer Meter Depdasits
Accumulated Deferred inmme Taxes

Plus:
Unamortzed Finance
Charges
Prepayments
Materials and Supplies
Allowance for Cash Working Capital

Totad

B-2, pages 3-5
E-1

Utility Source, LLC - Water Division
Test Year Ended Dacember 31, 2012

Original Cost Rate Base Proforma Adjusiments

Exhibit

Rejoinder Schadule B-2
Page 2

Witness: Bourassa

_Proforma Adjustements Rejoinder

Adjusted 1 2 3 4 ) Adjusted

at end Customer Intentionally atend

of Plant-in- Accumulated Security Left of
$  2,496640 - $ 2,496,640
726,406 (9,919 716,486
$ 1770234 § - 8 9919 § - 8 - 8 - $ 1,780154
294,745 294,745
(96,938) 1.267 (95.670)
5,885 5,885
$ 13566542 § - S 9919 $ {1,267 § - 8 - 3 1 194
RECAP SCHEDULES.
B-1
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Acct.

Descrigt
301  Organization Cost
302 Franchise Cost
303 Land and Land Rights
304  Structures and improvements
305 Collecting and impounding Res.
306  Lake River and Other Intakes
307 Waells and Springs
308 Infittration Gakeries and Tunnels
308 Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatment Equipment
320.1 Water Treatmeant Plant
320.2 Chemica} Solution Feeders
330 Dist. Reservoirs & Stsndpipe
330.1 Storage tanks
330.2 Pressure Tanks
331 Trans. and Dist. Mains
333 Services
334 Melers
335 Hydmants
336 BackRow Prevention Devices
339  Other Piant and Misc. Equip.
340 Office Furniture and Fixtures
340.t Computers and Software
341  Transportation Equipment
342 Stores Equipment
343 Tools and Work Equipment
344 Laboratory Equipment
345  Power Opersted Equipment
346 Communications Equipment
347  Miscellaneous Equipment
348 Other Tangible Plant
Piant Held for Fulure Use
TOTALS

Plant-in-Service per Books
Increase (decrease) in Plant-in-Service

Adjustment to Plant-in-Service

B-2, pages 3.1

Utility Source. LLC - Water Divislon
Test Year Ended December 31, 2012
Original Cos{ Rate Base Proforma Adjusiments
Adjusiment Number 1

Exhibit

Rejoinder Schedule B-2
Page 3

Wilness: Bourassa

faot-in-:
Adiystments
-1 g [+ €
Rejoinder
Adurted ) jonatly m Intenti Adjusted
Orginal 1o Reconcile Plant Lefl Left Lefl Original
Cost 1 Reconatruction Biank Blank Blank Cost
210,000 - 210,000
72,997 12,967
1,353,539 - 1,353,539
89,125 - 89,125
158,711 - 158,711
5,487 - 5487
321.452 - 321,452
161,832 . 181,632
86,250 - 86,250
34,500 - 34,500
2,947 - 2,947
s 2496640 § -8 - $ - 2,496,640
$ 249680
S -
- NS S




Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjusiments

: Adjustment Number 1 - A

Reconciliation to Reconstructed Plant-in-Service

Acct.
No.
K
302
303
304
305
306
307
308
309
310
n
320

320.1

3202

330.2

Description

Organization Cost

Franchise Cost

Land and Land Rights

Structures and Improvements

Collecting and impounding Res.

Lake River and Other Intakes

Wells and Springs

Infiktration Galleries and Tunnels

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatmen t Equipment

Water Treatment Plant

Chemical Solution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backflow Prevention Devices

Other Plant and Misc. Equip.

Office Fumiture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipment

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

C icalions Equi

Miscellaneous Equipment

Other Tangible Plant

Plant Held for Future Use
TOTALS

PPORTIN DUL|
B-2, pages 3.2 - 3.8

ded

D, o Actitiat

Plant
Per
Reconstruction
210,000
72,997

1,353,539

87,400
158,711
5.487

321,452
181,632
86,250

34,500

4672

Orginal Deep Well #4 Originat

Cost Costs Cost
210,000 210,000
81,748 (8,751) 72,897
2,831,962 (1,478,423) 1,353,539
89,125 (1,725) 87.400
158,711 158,711
5,487 5,487
321.452 321.452
161,632 161,832
86,250 86,250
34,500 4,500
4872 4,872

s 3985539 §

(1488,899) $§ 2496640 $ 2496640 §

Exhibit

Rejoinder Schedule B-
Page 3.1

Witness: Bourassa




Utlity Source, LLC - Water Division Exhibit
Plant Addsons and Retrements Rajoinder Schedule 8-2
Page32
Withess: Bowrases
Pt Decision 70140 2008
NARUC Alowsd Accurm. Plant ‘Adjusted Plant Adjusied
Uine  Account Deprac. Pt Daprec. Al Additons Plam Piant Retrements Plant Saivege Deprecistion Plent Accum.
Np, Mo, Rarciofen Rik 1203102005 1242008 | {PerBiooksl Adumrvech  Addiors  (Pyrfogis) Retwmens  ARONr  (Caiodaird)  Balance Regoec.
1 A1 Ovgenizetion Cost 0.00%| - - - - - - -
2 302 Franchise Cost 0.00%| - - - - - - -
3 3 Land end Land Rights 0.00% 210,000 - - - - 210.000 -
4 34 Stuckses & mprovements 3.33%| 72,907 3648 - - 243 72.997 0077
5 05 Collecting & Impounding Recervoirs 250%| - . - . - . .
6 306 Lake, River, Canal intekes. 250%) - - - - . - -
7 37 Wells & Springs A33% 20,821 103,487 - - 68992 2071824 172478
8 308 Infilvation Galeries 667% - - - - - - -
9 00 RewWater Supply Mains 200% . - - - - - .
10 310 Power Garweation Egquipment 500%) 87,400 8.55% - - 4370 87,400 10.05
" mn Pumping Equipment 12.50% 158.7M11 29.758 - - 10,639 158,711 49.597
12 320 Water Treatment Equipment 3.33% 5.487 274 . . 183 5487 457
13 3200 Waer Troatment Plants. 3.29% . . . . -
1 3202 Solution Chemical Foaders 20.00%| - - - . -
5 330 Distributon Reservoirs & Standpipes 2.22% 321.452 10,704 - - RAL ] 321452 17,049
1% 3304 Storage Tanks 2.22% - - - - -
7 3302 Prousure Tanks $.00% - - - . -
8 331 Transmizsion & Diswibution Maine 200% 147.200 a6 - - 2844 147.200 7,260
19 333 Servias 333% 86.250 4,308 - - 2872 86,250 7180
0 33 Moters 8.33%, . . . . . N A
k1l 335 Hydrants 2,00%| 34,500 1.0 - - 890 34,500 1725
z 336 Backfiow Prevertion Devicss 6.87% - . - - - - -
23 339 Other Plant & Misc Equipment 867%| - - - . - - -
2 340 Office Fumnitire & Equipment 6.87% . - - - - - N
3 3401 Computers & Softwere 2000% - - . . -
26 340 Traneporiation Equipment 20.00% - - - - . . .
27 342 Stores Equipment 4.00% - - - - . - -
E- ] 343 Tools, Shop & Gerage Equipment 5.00% - - - - - . -
2 344 Laborstory Equipmers 10.00% - - - - - - .
30 345 Power Operaind Equipment 5.00% . - . - - - -
N 348 Communication Equipment 10.00%| - - - . - - -
32 347 Miscelensous Equipment 10.00% . . - . - - -
33 348 O Tangible Plant 10.00%; - - - - - - -
34 Plant Held for Future Use - - N - -
s
» TOTALS 3.195.818 164.185 - - - - - e 108,456 3.195.818 273.641




Utility Bource, LLC - Waler Division Exhibit
Plant Additions and Resrements Rejoinder Schedule 8-2
Page 3.3
Witness: Bourssss
2007
NARUC Alowed Plant Adjeed Plant Adjsing

Lina  Account Deprec. Additone Pt Plant Retments Plant Sshage  Deprecietion Plant Accum,
1 301 Organizetion Cost 0.00%| - - - - -

H 302  Frenchise Cost 0.00%. - - - - -

3 303 Land and Land Rights 0.00%| - - . 210,000 .

4 304 Swuctures & improvemants 3.33% . - 243 72,997 8.508
s 305 Codecting & mpounding Reservairs 250% . . . . .

6 36 Lake, River, Camalinakes 2.50% - - - - .
7 307 Wells 8 Springs 3.33%) - - 66,982 2078 241 471
s 308 Infitabon Gabieries. s6T% - - - . .
9 308 Raw Water Supply Maine 2.00% - - - . -
w 310 Pawer Generation Equipment 5.00% - - 4370 87.400 15,206
1" 317 Pumpmng Equipment 1250% - - 19,839 158.711 68.436
12 320 Waier Treatment Equipment 2% - 18 5.487 640
13 321 Watnc Teaatrvent Planu. 3.33%] - - . .
16 3202 Solupon Chemical Feeders 20.00% - - - - -
15 330 Diskibution Resarvoirs & Standppes 2.22% . - 7138 321,482 24977
w3300 Storage Tanke 2.20%] - . - - -
12 3302 Prossure Tanks 5.00% - - . . -
AL} 335 Transmission & Dis¥ibuson Meins 2,00%) - - 2844 147200 10.304
19 333 Services 3.33% . - 2872 86,250 10,052
20 3 Mewrs 6.33%| - - - - -
21 335 Hydants 2.00%! - - 690 34500 2418
2 338 Backfiow Prevenson Devicos. 8.87%| - . - - -
] 330 Oter Fiam & Misc Equipment 667%, . . . . -
2 340 Office Furnitare § Equipment 5.67% - - - - -
25 3401 Computers & Software 20.00%| - . - . .
28 241 Transporistion Equipment 20.00% - - - . -
2 342 Blores Equipment 4.00% . . - . .
28 343 Tools. Shop & Gerage Equipment 5.00%| - - - - -
28 344 Leboratory Equipment 10.00% - . - . .
0 345 Power Operated Equipment 5.00%| - - - - . -
n 346 Communication Equipment 10.00% - - . - -
32 347 Wiacelisneous Equipment 10.00% - - - - .
33 348 Owwr Tangible Plant 10.00% - - - - -
34 Piant Heid for Fukre Use - - - . -
s

38 TOTALS - - - - - - 100,456 3165818 383,067




Utility Source, LLC - Water Division Exhibit
Plant Additions and Retirements Rejoinder Schedule 8-2
Page 34
Witwss: Bourseas
008
NARUC Aowed Phant Adjstnd Plant Adgeted
Line  Accouw Deprec. AddMons Plant Plont Retrements Plart Savage Depreciation Plant Acoum.

1 301 Orgenization Cost 0.00%. - - - . -

2 302  Franchise Cost 0.00%; - - - - .

3 303 Land and Land Rights 0.00%| . - - 210000 -

4 304 Stuctures & Improvements 3.33%| 6251 8251 - 25% 78,248 11,00

5 305  Collecting & Impounding Reservoirs. 2.50% - - - . -

6 3068 take. Rwver, Canatintkes 2.50%| - . - - .

7 307 Wakx & Sprngs 2.33%| - - 68,962 20718 310,462

8 308 tnftmation Galleries. £.87% - - - - -

9 Y Raw Weter Supply Maine 2.00% . . . - .
0 310 Power Generation Equipment 5.00% 1,725 1,728 - 4413 88,125 19,708
" 311 Pumping Equipment 12.50% - - 19,639 158,711 89,275
1?2 320 Wates Treatrnent Equipment 3.33%| - - 8 5.487 L]
3 3201 Water Treatment Plarts. 3.33% - - - - .
14 3202 Soluion Chemical Feeders 20.00% - - - - -
RE] 330  Distributon Reservors & Saardpipes. 222% - - 7138 321452 3211
16 3301 Sworage Tanks 2.22% - - - - -
17 3%0.2 Pressure Tonks 5.00%) - - - - -
18 33 Tranemission & Dis¥ibution Maine. 2000% - - 2944 147.200 12248
1" 333 Serviows 3.33%) - - 2872 86,250 12925
20 IH Meters 8.33%| - - - - .
2t 335 Hydane 2.00%| . - 890 24,500 3105
2 336 Backflaw Preventon Devices 8.67%)| - - - - -
2 339 Other Plant & Miac Equipment 0.67%) - - - - -
24 340 Offics Fumiture & Equipment 8.87%| 2552 2552 - 85 2552 s
25 3401 Computers & Softwers 20.00%: - . - - -
26 341 Treneporteton Equipment 20.00% - - - - -
7 342 Stwores Equipment 4.00%) - - - - -
28 343 Took. Shop & Gerspe Equipment 5.00%| - - - - -
3 344 Laborawry Equipment 10.00% . - - - -
30 345 Powsr Operatwd Equipment 5.00% - . . . .
at 346 Communcaton Equipment 10.00% - - . -

» 347 Miscessnecus Equipment 10.00% - . .
3 348 Dt Yangibie Plamt 10.00% - - . -
34 Ftnt Held lor Futurs Use - . N
£
3 TOTALS 10,528 - 10,528 - - - 492788




Utility Source, LLC - Waler Division

Extibit

Plant Adcitions and Retcements Rejpinder Scheduls B-2
Page 35
Winess: Bowssse
2000
NARUC Aliowed Plam Adjsind Plant Adjustad

Line  Acoount Deprec. Addifors. Plart Phert Retrements  Retimment Plent Bavage Depraciation Plant Accum.

No, Mo Resigien By | tPerbooke Adusimecs'  Adgikne 8 &R Quiy Sainee Qenpe,
1 307 Osganization Cost 0.00% . . . . .
2 302 Frunchise Cost 0.00%| . - - - .
3 303 Land snd Land Rights 0.00% - - . 210,000 -
. 304 Shuctwes & grovements 333%, - - 2638 m24 13.682
s 305 Cotecting 8 Impounding Reservoirs 2 50%| . . - - -
L] 308 Lake. River, Canelintakes 2.50% - - N . -
? 307 Welis & Spnngs 3.33%| 753141 753041 . 81,621 2,824,962 391.994
& 308 infiltion Getleries B5.67%| - - - - -
() 309 Rew Water Supply Meim 200% - . . . -
n 310 Power Generstion Equipment 5.00% - - 4,466 89125 24,184
" 311 Pumping Equipment 12.50% - . 10,839 156,711 109,994
12 320 Water Treatmment Equioment 333% - . 183 5,487 1.006
13 3.1 Watar Trestment Plants 3.33% - - - - -
14 3202 Sohsion Chemicsl Fesders 20.00% - . . - -
15 330  Oieribidion Regervoics & Swndpipes 2.22% - - 7.3 321.452 39,249
1% 3301 Stormge Tanks 222%| - - - - .
7 3202 Prsssure Tonis 5.00%| - - - . .
" 331 Trenemiewon & Diswibution Meine 200% - - 2044 147.200 18,192
19 R 333%| - - 2872 88,250 1897
20 34 Metrs 833I%, . . - - -
2 335 Hydants 200% - - §%0 34.500 %
2 338 Backfow Pravention Devices 667% - - - - .
Fe ] 330 Owver Plant§ Misc Equipment B8.87%| - - - - -
2 340 Ofice Furniss & Equipment 667% - - 7 2562 255
5 3400 Computers & Sofiware 20.00% - - - - -
6 341 Tianspormtion Equipment 20.00% - - - - -
7 342 Stores Equipment 4.00%; - . - - -
28 343 Toow, Shop & Garage Equipmant 5.00%| - - - . .
29 344 Laboratery Equipment 10.00% - - . . -
1 345 Power Operated Equipment 5.00% - - - . TeT
3t 46 Communication Equipment 10.00% - - - - -
32 37 Mscelisneous Equipment 10.00% - - - . .
33 348 Oer Tangible Plant 10.00% - - - - -
3 Phant Heirt for Fusurs Use . . - - -
3

38 TOTALS 753,141 - 763,147 - - - - 122,481 530,487 615,247




Utitity Source, LLC - Water Division Exhibit
Plant Additiont and Ratrements Rejoinder Scheduls B-2
Page 38
‘Witness: Bourases
2010
NARUC Aowed Plamt Adjuetod Pram ‘Adjeted
Line  Accoum Deprec. Addions Plant Pient Retioments  Retemem Pant Sahege Daprecistion Plant Aceun.

1 301 Organization Cost 0.00% - - - - -

2 302 Franchiss Cost 0.00%| - - - - .

3 303 Lsnd and Lend Rights. 000% - . - 210,000 -

‘ 304  Stuctures & improvements 333%| - - 2839 78.248 "m321

5 305  Collecing & tmpounding Roservairs 2.50%) - - - - -

[ 306 Lake, River, Cansl intakes 2.50% - - - - -

7 307 Welts & Springs 3.33% - - 9407 2.624.962 460,085

L] 308 inftmton GaReries 867% - - - - .

] 309 RewWater Supply Maine 200% - . - . .
10 310 Power Generation Equipment S.00% - . 4,456 89,125 2621
” 311 Pumping Equipment 12.50% | - - 19,839 158,711 128,053
12 320 Walir Treatmen! Equipment 3.33% - - 18 5,487 1.188
7 3201 Watsr Trestment Plante 3.33% - - - - -
" 3202 Sokstion Chemical Fesders 20.00%] - - - - .
15 330 Distribution Reservors & Standpipes 2.22% - - Tae Nas2 48388
16 3301 Storage Tenks 222%| . - - - -
7 330.2 Proswsre Tanks 5.00% - - - - .
18 331 Tranemission & Distibution Maine 2.00%| - - 2944 147,200 19,138
19 333 Services 3.33%, - - 2872 88,250 18,689
20 33 Meters 8.33% - - - - .
21 336 Hydants 2.00%. - - 690 34,500 4485
2 336 Backhow Prevention Devices 6.67%| - . - - .
2 338 Otver Plart & Miac Equipmen! 8.67% - - . . N
24 340 Office Furnitwe & Equipment 6.67% - - 170 2562 @6
25 3401 Computers & Sclwere 20.00% . - - . -
% 34t Tranaportation Equipment 20.00% - . - . -
27 342 Swres Equipment 400 . . - . -
2 343 Vook. Shop & Garage Equiprment 5.00% . - . - .
29 344 Leborutory Equipment 10.00% - . - . .
30 345 Pawer Operated Equiprwent 500% - - . CoL .
» 346 Communicaton Equipment 10.00% - . - - .
32 347 Mreceteneous Equipment 10.00% . . . .
33 348 Other Tangle Plam 10.00% . - - . .
34 Piand Heid for Fulure Use - - - - .
35
36 TOTALS - - . - - - - 135.001 3.859.487 750.248




Uthity Source, LLC - Water Division Exhibit
Plant Additons and Retremants Rejpinder Schadule 8-2
Paged7
WVitess: Bouswess
2014
NARUC Aowed Plart Adjusted Plart Adiusied
Line  Account Deprec. Additons. Plam Plant Reemanis  Retvement Plant Suivege Depracistion Plamt Acoum.

1 30t Osgenization Cost 0.00%; - - - - -

2 302 Franchies Comt 0.00% - . - - -

3 363 Land and Land Rigits 0.00% . - - 210,000 -

4 304 Swuctires & improvements. 3% 2500 2,500 - 81.748 18.001
5 305  Collscing & Impounding Reservoirs 2.50% - - - . -

L 306 Lake. River, Canel intakes 2.50% - . - - -

L4 307 Weilts & Sphinge 333%! 7,000 7000 - 94,788 2,031,962 580253

8 308 infilvetion Geleries 6.67%; - - - - -

9 308 RawWatet Supply Mains 2.00%| . - - . -
10 310 Power Generation Equipment $.00% . - 4,456 80,125 33.077
" 31 Pumping Equipment 12.50% - - 19.839 158.711 146.782
12 320 Wawr Trestmen: Equipment 3.33% - - 18 5487 1370
3 3201 Watkr Treatmant Plants 333% - - - - -
w3202 Sohtion Chemical Feedars 20.00% - - - - -
15 330 Distribulon Resarvoirs & Sndpipes 2.22% - - FAE 3452 53522
16 3301 Storage Tanks 2.22%] - - . - .
7 3302 Frovsure Tanks 5.00% - - - - -
AL 3N Yransmission & Distribution Mans 2.00% 14432 14432 - 3.088 161,832 224
1% 333 Services 3.33% - - 2872 88,250 21541
20 334 Meters 8.33% - . - . .
2 335 Hyowns 2.00%! - - 0 34,500 5378
2 336 Backflow Prevensan Devicos 667% - - - - -
23 339 Oter Plant & Misc Equipment 8.67%] - - - - .
24 340 Office Furnitie & Equipment 6.87% - - 170 2552 506
25 3407 Computers & Software 20.00% - - . - -
28 341 Trarwportation Equipment 20.00% . - - - .
27 342 Stores Equipmond 4.00% . - - - -
28 343 Took. Shop & Garage Equipment 5.00% - - - - -
2 344 Laboratory Equipment 10.00% - . . - -
0 245 Power Opansted Equiproent 5.00% . - . - -
N 346 Communication Equipment 10.00% - - - - -
32 347 MimceNensous Equipment 10.00% - - - - -
» 348 Other Tangible Plant 10.00% . - . - -
k2l Plant Held for Future Use . - - - .
s
36 TOTALS - ﬂ - - .




Uity Sourcs, LLC - Water Division Exiibit
Plant Additions snd Raetrements Rojoinder Schedule 8-2
Page 38
Withees: Boursssa
m2
NARUC Ahowed Plant Adjusted Plant Adjusted
Line  Account Deprec. Addiions. Piart Plant Retiements  Retimment Plant Prant Saivage Depreciation Plant Accum.
| Mo, %o, Raagicion Baln | (arBookal Adisimant  Addifoos (P Books) i &D Only Salance Regreg,
1 301 Orgenization Cost 0.00% - . - - -
2 302 Franchise Cost 0.00%| - - . - -
3 309  Land and Land Rights. 0.00%| - - - 210000 -
4 304  Structures & lmprovemenss 3I3I% - - 18.751) {1.082) T2 72907 20,662
s 303 CoNectng & impounding Revervoirs. 2.50%) - - - - -
6 306 Leke, River, Canal intakes 250%] . - . - .
7 307 Wels & Springs 3.33%| . . (1.470,423) (283.372) 94,304 1353530 381,185
8 308 infintmtion Geleries 6.87%; . - - - -
9 308 Raw Water Supply Meins. 2.00% - - . - .
10 310 Power Generation Equipment 5.00%| - - 0.735) (388) 4,456 87.400 37.145
" 311 Purmping Equipment 12.50% - - 209 150,791 158,771
12 320 Water Trsavnant Equipment 3.33% - - 183 $.487 1563
13 3201 Weler Trestment Plants 3.33%| - . - - -
14 3202 Sohon Chemical Fesders 20.00% - - . - -
s 330  Diswibuion Reservoirs & Swndpipes 222%| - - 7338 321452 60,858
W@ 330 Storage Tanks 2.22% - - - - B
w302 Prossure Tanks 500% - - - . -
L) 331 Tranwmission & Diswioution Meine 200% - - 3733 161,632 25.457
9 333 Services 3.33% - . 2872 86.250 24413
0 334 Meters 8.33% - - - . -
2 335 Hydmants 2.00%| - - 690 34,500 5,885
2 338 Backfiow Prevention Devices 667% . . - - -
B 339 Omher Plant & Misc Equipment 8.67%] - . - - -
2¢ 340 Offico Fumitwre & Equipment 8.67%] 2118 FARE] - 241 4672 837
25 3401 Computers & Softwars 20.00% - . - - .
% 34t Transportabon Equipment 20.00% - - - - .
27 342 Stores Equipment 4.00% - - . - -
26 343 Tooh. Shop & Garage Equipment 5.00%| - . - - -
2 344 Labomtry Equipment 10.00%| - - - - .
30 345 Power Operswd Equipment 5.00% - . - - -
N 348 Communicuton Equipment 10.00% - - - . .
32 347 Miscelleneous Equipmenm 10.00% - - - - -
33 348 Other Tangible Plant 10.00% - - - . -
34 Plant Heid for Future Use - - . - -
35
38 TOTALS 2.119 - 2199 - - - {1,488,896) (204,821 125787 2,456 840 716,488




Utility Source. LLC - Water Division Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule 8.2
Original Cost Rate Base Proforma Adjustments Page 4
Adjustment Number 2 Witness: Bourassa
A D o
Line
No. Adiustiments

1 A 8 R 2 E

2 Rejoinder

3 Adjusted Ad U y ly iy h L y Adjusted

4 Acct. Accum, To Reconcile Plant Left Left Left Left Accum,

§ No, Description Depr. Io Reconsiruction Blank Blank Blank Biank Deor.

6 301 Organization Cost . - -

7 302 Franchise Cost - . -

8 303 Land and Land Rights - . -

9 304 Suuctures and improvements 20,662 - 20,662
10 305  Coliecting and Impounding Res. - - -
1 306  Lake River and Other Intakes - - -
12 307 Welis and Springs 381,185 - 381,185
13 308  Infiltration Galleries and Tunnels . - -
14 309  Supply Mains - - -
15 310 Power Generation Equipment 37,145 - 37,145
16 311 Electric Pumping Equipment 168,630 (9.919) 188,711
17 320 Water Treatment Equipment 1,553 - 1553
18 320.1 Water Treatment Plant - - -
19 320.2 Chemical Solution Feeders - - -
20 330 Dist. Reservoirs & Standpipe 60,658 - 60,658
21 330.1 Storage tanks - . .
22 330.2 Pressure Tanks - - -
23 331 Trans. and Dist. Mains 25,457 - 25457
24 333 Services 24,413 - 24,413
25 334 Meters - - -
26 335 Hydrants 5,865 - 5,866

27 336 Backflow Prevention Devices - - .
28 339 Other Piant and Misc. Equip. - . .
28 340 Office Fumiture and Fixtures 837 - 837
30 340.1 Computers and Software - - -
3 341 Transportation Equipment .

32 342  Stores Equipment - - -
3 343 Tools and Work Equipment -

34 344 Lsboratory Equipment .
35 345  Power Operated Equipment
36 346  Communications Equipment
37 347 Miscellanecus Equipment
38 348 Other Tangible Plant

TR

40 TOTALS $ 726,406 $ (9.919) § - $ - $ - 3 - s 716,486

41

42 Accumulated Depreciation per Books $ 726,406
43

a4 {d in A Depreciati $ (9919
45

a6 A o Depi $ !9 919!
47

48 sup

49 B-2, pages 4.1
50 B-2, pages 4.2




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-
Original Cost Rate Base Proforma Adjustments Page 4.1
Adjustment Number 2 - A Witness: Bourassa

Line

No.
1 Reconcilation to Reconstructed Accumulated Depreciation
2 Accumulated
3 Adjusted Adj d Depreciation
4 Acct. Accumulated Accumuiated Per Plant
§  No. Descripion epreciation Depreciation  Recopstruction  Difference
& 301 Organization Cost - . - .
7 302 Franchise Cost - - . -
8 303 Land and Land Rights - - - -
9 304 Struch and Imp s 20,662 20,662 20,662 -

10 305 Collecting and Impounding Res. - - - -
1 306 Lake River and Other Intakes - -

12 307 Weils and Springs 381,185 381,185 381,185 -
13 308 Infiltration Galleries and Tunnels - - - -
14 309  Supply Mains -

15 310 Power Generation Equipment 37,145 37,145 37,148 -
16 311 Electric Pumping Equipment 168,630 168,630 158,711 (9,919)
17 320 Water Treatment Equipment 1,553 1,553 1,583 -
18 320.1 Water Treatment Plant - - - -
19 320.2 Chemical Solution Feeders - - - -
20 330 Dist. Reservoirs & Standpipe 60,658 60,658 60,658 -
21 330.1 Storage tanks - - - -
22 330.2 Pressure Tanks - - - -
23 331 Traps. and Dist. Mains 25,457 25,457 25,457 -
24 333  Services 24,413 24,413 24,413 -
25 334 Meters - - - -
26 335 Hydrants 5,865 5,865 5,865 -
27 336 Backflow Prevention Devices - - - -
28 339  Other Plant and Misc. Equip. - - - -
29 340 Office Furniture and Fixtures 837 837 837 -

30  340.1 Computers and Software - - - -
31 341  Transportation Equipment - - - -
32 342 Stores Equipment - - - -
33 343 Tools and Work Equipment - - - .
34 344  Laboratory Equipment - - - -
35 345 Power Operated Equipment - - - -
36 346 Communications Equipment - - - -

37 347  Miscellaneous Equipment - - - -
38 348 Other Tangible Plant - - - -

3 Piant Held for Future Use - -

40 TOTALS $ 726,406 $ 726,406 $ 716486 $ (9,919)
41

42

43 SUPPORTING SCHEDULE

44 B-2, pages 4.1
45 B-2, pages 3.3-3.9




Line
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Utility Source. LL.C - Water Division Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 5.0
Adjustment 3 Witness: Bourassa

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Gross Accumulated

CIAC Amortization
Computed balance at end of test year $ 294,745 $ 95,670
Adjusted balance at end of test year $ 294,745 $ 96,938
Increase (decrease) $ - 3 (1,267)
Adjustment to CIAC/AA CIAC $ - $ 1,267

e e e

Label 3a 3b

SUPPORTING SCHEDULES
E-1
B-2, page 5.1




Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Contributons-in-aid of Construdtion (CIAC)

Line

Gross CIAC

Amortization Decsion No. 70140
Amortization Rate

Amortization

10 Accumulated Amortization

tomwmuaawm.‘%

12 NetCIAC

21 Gross CIAC

24 Amortzation Rate
25 Amorntzation
26 Accumulated Amortizalion

28 NetCIAC

Exhibit

Rejoinder Schedule B-2
Page 5.1
Witnass: Bourassa
2008 | 2007 | 2008 i 2009
Balance Balance Balance Balance Balance
1213v2005 Additions 12/312006 Additions 121312007 Additions 12/31/2008 Additions 12/31/2008
294,745 294,745 294,745 294,745 294,745
16,207
3.67% 367% 3.66% 3.27%)
10,817 10,817 10,768 9,638
27,024 37,841 48,6 58,267
276,538 3 267 721 - 256,804 245116 - 236,478
2010 | 2011 I 2012
Balance Balance Balarce
Additions 12/3V2010 Additions 12/312011 12/312012
294,745 - 294,745 - 294,745
3.60% 3.59% 5.50%)|
10,611 10,581 16,211
68,878 79.459 95,670
- 3_25.&7 - 215,26 - 199,075




Li
No.

1
2
3
4
5
6
7
8

10
11
12
13

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment 4
Customer Deposits

Computed balance at end of test year
Book balance at end of test year

Increase (decrease)

SUPPORTING SCHEDULES

Testimony
Work papers

$
$

5,885

5,885

Exhibit

Rejoinder Schedule B-2
Page 6.0

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Computation of Working Capital

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense)
Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Prepaid Expenses

Total Working Capital Allowance

Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax
Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

Exhibit

Rejoinder Schedule B-5

Page 1
Witness: Bourassa

$ 10,138

2,783
$ 12,921
$ -

Adjusted Test Year
$ 211,193

$ (1,255)
7,464
57,091

66,787

b 81,106
b 10,138

-
=
E

sSup TING SCHEDULES: RECAP SCHEDULES:

E-1 B-1
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Utility Source. LL.C - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-1
Income Statement Page 1
Witness: Bourassa
Rejoinder , Rejoinder
Test Year Test Year Proposed Adjusted
Adjusted Adjusted Rate with Rate
Results Adjustment Results Increase increase
Revenues
Metered Water Revenues $ 202,743 $ - $ 202,743 $ 225674 $ 428417
Unmetered Water Revenues - - - -
Other Water Revenues 5,261 (1,820) 3,441 3,441
$ 208,004 $ (1,820) $ 206,184 § 225674 § 431,858
Operating Expenses
Salaries and Wages $ - - $ - $ -
Purchased Water - - - -
Purchased Power 66,787 - 66,787 66,787
Fuel For Power Production . - - -
Chemicals 1,460 - 1,460 1,460
Materials and Supplies 12,257 - 12,257 12,257
Oftfice Supplies and Expense 2,399 - 2,399 2,399
Contractual Services - Accounting 20,253 - 20,253 20,253
Contractual Services - Professional 9,651 - 9,651 9,651
Contractual Services - Maintenance - - - -
Contractual Services - Other - - - -
Water Testing 8,107 (7.733) 374 374
Rents - - - -
Transportation Expenses - - - -
Insurance - General Liability 2,186 - 2,186 2,186
Insurance - Health and Life . - - -
Reg. Comm. Exp. - Other - - - -
Reg. Comm. Exp. - Rate Case 10,000 6,687 16,667 16,667
Miscetlaneous Expense 19,976 (4,116) 156,860 15,860
Bad Debt Expense - - - -
Depreciation and Amortization Expense 57,728 (637) 57,091 57,091
Taxes Other Than Income B - - -
Property Taxes 7.530 (66) 7,464 2723 10,187
Income Tax (2,084) 809 _(1,258) 44,670 43,415
Total Operating Expenses $ 216,269 $ (5,076) $ 211,193 § 47,394 258,587
Operating Income $ (8,265) $ 3256 $ (5.009) $ 178,260 $ 173,271
Other Income (Expense)
Interest Income - - - -
Other income - - - -
Interest Expense - - - -
Other Expense - - - -
Total Other Income (Expense) 3 - $ - $ - 3 - $ -
Net Profit (Loss) $ (8,265) $ 3256 $ (5.009) § 178,280 § 173,271
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-1, page 2 A-1

E-2




Utility Source. LLC - Water Division ) Exhibit
Test Year Ended December 31, 2012 Rejoinder Scheduie C-1

income Statement Page 2.1
Witness: Bourassa

LABEL>>>>> 1 2 F] 4 § 8 z
Tast Yoar

Line Adjusted Property Rate Revenue Water Auto Telephone
No, Results Degpreciation Iaxes  CaseExpense  Adiustment Testing fxpense  Expense
1 Revenuaes

2 Metered Water Revenues $ 202743

3 Unmetered Water Revenues -

4 Other Water Revenues 5,261 (1,820)

S $ 208004 $ - s - s - $ (1.820) § - s - $ -

6  Operating Expenses

7 Salaries and Wages $

8 Purchased Water -

9 Purchased Power 66,787

10 Fuel For Power Production .

11 Chemicais 1,460

12 Materials and Supplies 12,267

13 Office Supplies and Expense 2,389

14 Contractual Services - Accounting 20,283

15 C Services - P, ional 9,651

16 Contractual Services - Mair -

7 Contractual Services - Other -

18 Water Testing 8,107 (7.733)

19 Rents - .

20 Transportation Expenses -

21 insurance - General Liabiity 2,188

2 insurance - Health and Life -

23 Reg. Comm. Exp. - Other -

24 Reg. Comm. Exp. - Rate Case 10,000 8,687

25 Miscellaneous Expense 19,976 {1,750) {2,368)
26 Bad Debt Expense - )

27 Deprec. and Amort. Exp. §7.728 {a37)

28 Taxes Other Than income -

29 Property Taxes 7.530 (68)

30 income Tax {2.084)

31 Total Operating Expenses $ 218269 § ©37) § 86) § 8667 § - S 7733 §_ _(1750) § _ (2,366)
32  Operating Income $ (8.265) § a7 s [ ©.667) $ (1820 § 7733 § 1750 $ 2368
33 Other income (Expenss)

34 interest income -

35 Other income -

38 inlerest Expense -

37 Other Expense -

38 -

39  Total Other {E! ) $ -3 -3 - 3 - S O 3 -__$ -3 -
40 Net Profit (Loss) $ (8265 § 837 8 [ (X (1.820) § 7733 S 1750 8 2,386
41

42 SUPPORTING SCHEDULES:

43 c-2

44 E-2




Utitity Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedute C-1
{ncome Statement Page 2.2

Witness: Bourassa

8 ] 10 1 Rejoinder Rejoinder
y i i y Test Year Propased Adjusted
Ling Left Left Left income Adjusted Rate with Rate
No, Blank Blank Blank Iaxes Results Increase Incregse
1  Revenues
2 Metered Water Revenues $ 202743 § 225874 § 428,417
3 Unmetered Water Revenues - -
4 Other Water Revenues 3441 340
5 $ - $ -8 - 8 ~ $ 208,184 § 225674 § 431,858
6  Operating Expenses
7 Salaries and Wages s - $ -
8 Purchased Water - .
9 Purchased Power 66,787 68,787
10 Fuel For Power Production - -
n Chemicais 1,460 1,460
12 Materials and Supplies 12,257 12,257
13 Office Supplies and Expense 2,308 2,399
14 C ctual Services - A nting 20,253 20,253
15 C Services - Pr i 9,851 9,851
18 Contractual Services - Maintenance - -
17 Contractual Services - Other - -
18 Water Testing 374 374
19 Rents - -
20 Transportation Expenses - -
21 Insurance - General Liability 2,186 2,188
22 Insurance - Health and Life - B
23 Reg. Comm. Exp. - Other . - -
24 Reg. Comm. Exp. - Rate Case 16,667 18,687
25 Miscellaneous Expense 15,860 . 15,880
26 Bad Debt Expense - -
27 Deprec. and Amort. Exp. 57,091 57,091
28 Taxes Other Than income - -
29 Property Taxas 7.464 2,723 10,187
30 Income Tax 809 (1,258) 44,670 43,415
3t Total Operating Expenses $ - $ - $ - 3 809 § 211183 § 47394 § 258,50,
32 Operating Income 3 . $ - § - 3 (809) § {5.009) $ 178280 § 732N
33 Other Income [Expense)
34 Interest Income
3% Other income -
36 interest Expense - -
37 Other Expense - -
38 . -
39 Total Other Income (Exp ) $ -3 -3 - 3 - S - 3 - 3 -
40 Net Profit (Loss) $ -3 - $ - S (808} § (5000) § 178280 % 173271
41
42 SUPPORTING SCHEDULES:;
43 Cc-2 C-1, page 1
44 E-2




Revenues
Expenses

Operating
Income

Interest
Expense

Other
income /
Expense

Net Income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Rejoinder Schedule C-2
Page 1

Witness: Bourassa

1 2 3 - $ 6 Subtotal
Depreciation Property Rate Case Revenue Water Auto
Expense Jaxes Expense Adjystment TJesting Expense
(1,820) (1.820)
(637) (66) 6,667 (7,733) (1,750) (3,519)
637 66 (6,667) (1,820) 7,733 1,750 1,699
837 66 (6,667) (1,820) 7,733 1,750 1,689
Adjustments to Revenues and Expenses
z 8 -] 10 n Subtotal
Intentionally Intentionally Intentionally
Telephone Left Left Left income
Expense Blank Blank Blank Taxes
(1.820)
(2,366) - - - 809 - (5,076)
2,366 - - - (809) - 3,256
2,366 - - - (809) - 3,256




Line
No.

000 NDDN L WA -

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Adjusted Adjusted
Acct. Original Non-depreciable/ Original
No. Description Cost Fully Depreciated Cost
301 Organization Cost - . - -
302 Franchise Cost - - -
303 Land and Land Rights 210,000 (210,000) -
304  Structures and Improvements 72,997 72,997

305 Collecting and impounding Res. - -
306 Lake River and Other intakes - -
307 Wells and Springs 1,363,539 1,363,539
308 Infiitration Gaileries and Tunnels - -
309  Supply Mains - -
310 Power Generation Equipment 89,125 89,125

311 Electric Pumping Equipment 158,711 (158,711} -
320 Water Treatment Equipment 5,487 5,487

320.1 Water Treatment Plant - -
320.2 Chemical Solution Feeders -
330 Dist. Reservoirs & Standpipe 321,452 321,452
330.1 Storage tanks - -
330.2 Pressure Tanks - -
331 Trans. and Dist. Mains 161,632 161,632

333  Services 86,250 88,250
334 Meters - -
335 Hydrants 34,500 34,500

336 Backflow Prevention Devices - - -
339  Other Plant and Misc. Equip. - -
340 Office Furniture and Fixtures 2,947 2,947
340.1 Computers and Software - -
341 Transportation Equipment - -
342  Stores Equipment - -
343  Tools and Work Equipment - -
344  Laboratory Equipment - -
345 Power Operated Equipment - -

346 Communications Equipment - -

347 Misceltaneous Equipment - .
348  Other Tangible Plant - .
TOTALS $ 2496640 S (368,711) $ 2,127,929

Gross CIAC

Less: Amortization of Contributions $ 294,745
Total Depreciation Expense

Adjusted Test Year Depreciation Expense
Increase (decrease) in Depreciation Expense

Adjustment to Revenues and/or Expenses

SUPPORTING SCHEDULE
B-2, page 3 *Fully Depreciated

Proposed
Rates
0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%
12.50%
3.33%
3.33%
20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
8.67%
20.00%
20.00%
4.00%
5.00%
10.00%
5.00%
10.00%
10.00%
10.00%

3.1143%

Exhibit

Rejoinder Schedule C-
Page 2

Witness: Bourassa

Depreciation
Expense

2,431

45,073

4,456

183

7,138

3,233
2872

890

$ 66,270

Amort. Rate

$ (8,179)

$ 57,001
57,728
637,

$ 637




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedu!
Adjustment to Revenues and Expenses Page 3
Adjustment Number 2 Witness: Bourass:
Property Taxes
Line Test Year Company
No. DESCRIPTION as adjusted Recommended
1 Company Adjusted Test Year Revenues $ 206,184 $ 206,184
2  Weight Factor 2 2
3 Subtotal (Line 1 * Line 2) 412,368 412,368
4 Company Recommended Revenue 206,184 431,858
5 Subtotal (Line 4 + Line 5) 618,552 844,226
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 206,184 281,409
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 412,368 562,817
10 Plus: 10% of CWIP (intentionally excluded) - -
11 Less: Net Book Value of Licensed Vehicles - -
12 Full Cash Value (Line 9 + Line 10 - Line 11) 412,368 562,817
13 Assessment Ratio 20.0% 20.0%
14 Assessment Value (Line 12 * Line 13) 82,474 112,563
15 Composite Property Tax Rate - Obtained from ADOR 9.0503% 9.0503%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 7.464 $ 10,187
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 7,464
19 Test Year Property Taxes $ 7,530
20 Adjustment to Test Year Property Taxes {Line 18 - Line 19) =! 566!
21
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 10,187
23 Company Test Year Adjusted Property Tax Expense (Line 18) _$ 7,464
24 Increase in Property Tax Due 1o increase in Revenue Requirement slli 2,723
25
26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 2,723
27 Increase in Revenue Requirement $ 225,674
28 increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.20671%
29
30
31
32
33
34
35
36
37
38
39
40




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 4
Adjustment Number 3 Witness: Bourassa

Rate Case Expense

Line

No.
1
2
3 Estimated Rate Case Expense $ 50,000
4
5 Estimated Amortization Period in Years 3
6
7 Annual Rate Case Expense $ 16,667
8
9 Adjusted Test Year Rate Case Expense $ 10,000
10

11 Increase(decrease) Rate Case Expense $ 6!667
12

13 Adjustment to Revenue and/or Expense $ 6!667
14

15

16 Reference

17 Testimony

18

19

20
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Adjustmen

Revenue Adjustment

Total Revenue from Annualization

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment # 1

Exhibit

Rejoinder Schedule C-2
Page 5

Witness: Bourassa

$ (1,820)
$ (1,820)

s e
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustiment to Revenues and Expenses
Adjustment Number 5

Water Testing

RUCO Recommended Water Testing Expense
Adjuste Test Year Water Testing Expense

Adjustment to purchased power expense (rounded)

Adjustment to Revenue and/or Expense

Reference
RUCO Adjustment #2

Exhibit

Rejoinder Schedule C-2
Page 6

Witness: Bourassa

$ 374

$ 8,107

$ 7,733
(7,733)
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 6

Auto Expense

Test Year Auto Expense
Staff Recommended Auto Expense

Adjustment to Revenues

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #4

Exhibit

Rejoinder Schedule C-2
Page 7

Witness: Bourassa

$ 1,500
3,250

$ {1,750)
{1,750)
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 7

Telephone Expense

Staff Recommended Telephone Expense
Adjusted Test Year Telephone Expense

Adjustment to Revenues

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #5

$ 2,366

4,732
3@
S (236

Exhibit

Rejoinder Schedule C-2
Page 8

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

intentionally Left Blank

Exhibit

Rejoinder Schedule C-2
Page 9

Witness: Bourassa
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Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 9

Intentionally Left Blank

Exhibit

Rejoinder Schedule C-2
Page 10

Witness: Bourassa
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25
26

Utility Source. LLC - Water Division
Test Year Ended December 31, 2012
Adjustment to Revenues and/or Expenses
Adjustment Number 11

Income Taxes

Exhibit

Rejoinder Schedule C-2
Page 12

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
Compauted Income Tax $ (1,255) $ 43,415
Test Year Income tax Expense (2,064) _(1,255)
Adjustment to Income Tax Expense $ 809 $ 44 670

SUPPORTING SCHEDULE

C-3, page 2




Utility Source. LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Line Gross

No. _Description Revenues
1 Combined Federal and State Effective Income Tax Rate 20.036%

Property Taxes 0.965%

2

3

4

5

6 Total Tax Percentage 21.001%
7

8 Operating Income % = 100% - Tax Percentage 78.999%
9

13 1 = Gross Revenue Conversion Factor
14 Operating Income % 1.2658

25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3,page2 . A-1

27

28

29

30

31

32

33
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12
173
14
15
1%
7

19

21

23

1_____

DOCKET NO. WS-02676A-12-0196

Vtility Source. LLC - Water Division Exhidit
Test Yoar Ended Gecember 31, 2012 Rejoinder Schedule C-3
Page 2
Witness: Bowrassa
OROSS REVENUE CONVERSION FACTOR
G ® © o €} ¥
Description

Revenue 100.0000%
Uncollecible Factor (Line 11) 0.0000%
Revenues (L1 - L2) 100.0000%
Combined Federal and State Income Tax and Property Tax Rate (Line 23) 21.0009%
Subtotal (L3 - L) T T asedt%
Revenue Conversion Factor (L1/ LS} 1265838
Colcutation of Uncollectibia Fector.
Urity 100.0000%
Combined Federal and State Tax Rate (L17) 20.0360%
One Minus Combined Income Tax Rate (L7 -18) 79.5640%
Uncollectible Rate 0.0000%
Uncollectible Factor (L9 *L10) 0.0000%
Operating income Before Taxes (Arizona Taxabie Income) 100.
HAsizona State income Tax Rate 3.1527%
Federal Taxable Income (L12 - 1L13) 96.8473%
Applicable Federal Income Tax Rate (LSS Col F) 17.4325%
EHective Federal Income Tax Rate (L14 x L15) 16.8833%
Combined Federal and Stale income Tax Rate (L13 +L16) 20,0360%
Calculation of Effectiva Property Tax Factor
Unity 100.0000%
Combined Federal and State ncome Tax Rals (L17) 20.0360%
One Minus Combined income Tax Rate (L18-L19) 79.9640%
Property Tax Factor 1.2067%
Effective Property Tax Factor {L207.21) 0.0645%
Combined Federal and State Income Tax and Property Tax Rate (L17+122) 21.0009%
Required Operating Income $ nzn
AdjustedTest Year Operating Income (Loss) 3 {5,009)
Required Inciease in Operating income (L24 - L25) $ 178,280
income Taxes on Recommended Revenue (Col. (F), L.52) s 43,415
Income Taxes on Test Yews Revenue (Col, {C), LS2) ¢
Required Increase in Revenue o Provide for Income Taxes (L7 - L28) $ 44,670

Rovenue [ S 1} - R
Uncoltectible Rate (tine 10) 0.0000%
Uncollectible Expense on R ded Revenue (L24 * 1.25) $ -
Adjustad Tes| Year Uncollsctible Expense k3 -
Required increasa in Revenue to Provide (or Uncoectibie Exp. H -
Property Tax with Recommended Ravenue $ 10,187
Propesty Tax on Test Year Revenve It S £, |- I
increase in Proparty Tax Due to increase in Revenue (L35-136) s 723
Tolat Requived Incresse in Revenue (L26 + 129 + L37) $ 225674

Y] S ) = F
Tes! Yeur Recommended
i Tax: | Yotal Water Total Water
Revenue $ 206,184 s 208,184 B 431,858 $ 431,858
Operating Expenses Exciuding Income Taxes 212,448 21517 281N
Synchronized Interest (L47) - - -
Arizona Taxeble tncome (139 - L40 - Let) $ s (6.264) 3 216,687 $ 215687
Asizona Stale Efective income Tax Rale (see work papers) 3.1527%) 3.1527%| 3.1527%]
Arizona Income Tax {L42 x £43) $ F] {197 $ 6,831 [} 633
Federal Taxable income {L42- L4q} $ H {8.066) $ 209,855 $ 200,855
Federal Tax Rate 17.4329% 17.4329% 17.4329% 17.4329%
Faderal Tax s . 3 {1,058) 3 38,584 $ 36,584
Tots! Federal income Tax 3 {1,058 ) 36,584 3 35,584
Combined Federal and State Income Tax (135 + L42) 3 3 {1255/ 4415 $ 43,415
COMBINED Applicable Federal income Tax Rale [Col. [D], L53 - Col. |A), L53/ [Cel. [D), L45 - Col. [A], L4S) 17.4320%
WASTEWATER Applicable Federal Income Tax Rate [Col. [E]. L53 - Cal. [B), £53)/ [Col. [E], L4S - Col. [B], L4S} 0.0000%
WATER Applicable Federal income Tax Rate [Col. [F), 153 - Col. [C), L53] / [Col. {F]. L4S - Col. [C], LS} 17.4320%
Wastwater Water
s 1575194 18 1,575,104

Weighted Average Cost of Debt | 0.0000% 0.0000%
Synchronized interest (LS9 X L60) ) 5




Utility Source, LLC - Water Division Exhibit
Revenue Summary Rejoinder Schedule H-1
Test Year Ended December 31, 2012 Page 1

Witness: Bourassa

Total Total Percent Percent
Revenues Revenues of of
at at Present Proposed
Line Present Proposed Dollar Percent Water Water
No. Moter Size Clagsification Rates Rates Change Change Revenues Revenues

1 3/4 inch Residential $ 159,301 § 326,338 § 167,038 104.86% 77.26% 75.57%
2 3/4Inch Commercial 322 810 489 152.01% 0.16% 0.19%
3 2inch Commercial 38,120 89,670 51,550 135.23% 18.49% 20.76%
4 2lInch lrrigation 1,776 3,898 2,122 119.50% 0.86% 0.90%
5 .

6 Bulk/Construction 3,482 7.323 3,841 110.29% 1.69% 1.70%
7

8

9  Subtotals of Revenues 3 203,001 § 428,040 § 225,039 110.86% 98.46% 99.12%
10 Revenue Annualizations:

11 3/4Inch Residential $ 328 § 632 § 304 92.85% 0.16% 0.15%
12

13

14

15  Bulk/Construction - - - 0.00% 0.00% 0.00%
18 Subtotal Revenue Annualization 328 632 304 92.85% 0.16% 0.31%
17

18  Total Revenues w/ Annualization $ 203,328 § 428672 $ 225,343 110.83% 98.61% 99.26%
19 Misc Revenues, as adjusted 3,441 3,441 - 0.00% 1.67% 0.80%
20 Reconciling Amount {585) (255) 330 -56.41% -0.28% -0.06%
21 Total Revenues $ 206,184 $ 431,858 § 225,673 109.45% 100.00% 100.00%
22 -
23
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Customer

Classlification
3/4 Inch Residential
3/4 Inch Commercial
2inch Commercial
2 Inch trrigation
Construction/Bulk
Totals

Actual Year End Number
of Customers:

Utility Source, LLC - Water Division
Analysis of Revenue by Detailed Class
Test Year Ended December 31, 2012

(@
Average
Number of
at Average
320 4123
1 1,667
3 115,286
1 -
1 26,251
326
327

Present

$ 38.58
26.50
1,004.10

$ 148.00

290.19

Proposed

Bates
$ 75.33
66.78
2,262.58
$ 324.86

610.24

Exhibit

Rejoinder Schedule H-2

Page 1

witness: Bourassa

Doltar Percent
Amount
$ 36.76 95.27%
40.28  151.98%
1,25847  126.33%
$ 176.86  119.50%
320.05  110.28%

Percent
of

98.16%
0.31%
0.92%
0.31%

0.31%

100.00%
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Utility Source, LLC - Water Division Exhibit
Analysis of Revenue by Detailed Class Rejoinder Schedule H-2
Test Year Ended December 31, 2012 Page 2
Witness: Bourassa
(a)
Average
Number of :
Customer Customers Median Biil Proposed Increase Percent
Classification at Median Present Proposed Dollar Percent of
andior Meter Size 12312012  Qonsumption Rates Rates Amount  Amount  Customers
3/4 Inch Residential 320 3500 $ 3530 $ 69.31 $ 34.01 96.34% 98.16%
3/4 Inch Commercial 1 1,500 § 25.70 § 64.16 38.46 149.64% 0.31%
2 inch Commercial 3 65,000 613.40 1,345.36 731.96 119.33% 0.92%
2inch Irrigation 1 - $ 148.00 $ 32486 §$ 176.86  119.50% 0.31%
Construction/Bulk 1 40,501 437.69 919.48 481.79 110.08% 0.31%
Totals 326 100.00%
Actual Year End Number
of Customers: 327




Utility Source, LLC - Water Division Exhibit
Revenue Breakdown Summary Rejoinder Schedule H-2
Present Rates Page 3

Witness: Bourassa

Monthly Commodity Commodity Commodity
Mins Fisst Tier  Second Tier  Third Tier Totat

3/4 Inch Residential $ 71,262 $ 54684 $ 23774 % 9,908 $ 159,629
3/4 Inch Commercial $ 222 $ 89 $ 11 $ - $ 322
2 tnch Commercial $ 5328 $ 14424 $ 18,368 $ - $ 38,120
2 Inch Irrigation $ 1,776 § - $ - $ - $ 1,776
Construction/Bulk $ 222 §$ 3,260 $ - $ - $ 3,482

TOTALS $ 78810 $§ 72457 § 42,153 § 9908 $ 203,328

Percent of Total 38.76%  35.64% 20.73% 187% 100.00%

Cummulative % 38.76% 74.40% 95.13% 100.00%

Amount % of Revenues
Monthly Minimum Revenues $ 78810 38.76%
mmodity Revenues

Lowest Commodity Rate $ 54,773 26.94%

Middle Commodty Rate $ 38209 18.79%

Highest Commodity rate $ 31,536 15.51%

Subtotal Commodity Revenues $ 124,518 61.24%

Total Revenues $ 203,328 100.00%




Utility Source, LLC - Water Division Exhibit
Revenue Breakdown Summary Rejoinder Schedule H-
Proposed Rates Page 4

Witness: Bourassa

Monthly Commodity Commodity Commodity
Mins Eirst Tier Second Tier Third Tier Jotal

3/4 Inch Residential $ 156,420 $ 93419 § 62,131 $ 25,001 $ 326,970
3/4 Inch Commercial $ 487 §$ 290 $ 33 $ - $ 810
2 Inch Commercial $ 11695 § 31628 § 46,347 $ - $ 89,670
2 Inch Irrigation $ 3,898 $ - 8 - 8 - 3 3,898
Construction/Bulk $ 487 $ 6836 $ - $ - $ 7,323
TOTALS $ 172,988 $ 132,173 $ 98510 $ 25001 $ 428,672
Percent of Total 40.35% 30.83% 22.98% 5.83% 100.00%
Cummulative % 40.35% 71.19% 94.17% 100.00%
Amount % of Revenues
onthly Minimum Reven $ 172,988 40.35%
mmgdity Revenues
Lowest Commodity Rate $ 93,709 21.86%
Middle Commodty Rate $ 83,791 19.55% 37.79%
Highest Commodity rate $ 78,184 18.24%
Subtotal Commodity Revenues  $ 255,684 59.65%
Total Revenues $ 428,672 100.00%
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Utility Source, LLC - Water Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule H-3
Present and Proposed Rates Page 1
Present Proposed Percent
Monthly Usage Charge for: Rates Rates Change Change
Moter Sze (All Classos);
5/8x3/4 Inch 1850 § 4061 § 2.1 119.60%
¥4 inch 18.50 40.61 2.1 119.50%
1inch 46.50 101.52 56.02 118.32%
1172 inch 92.50 203.04 110.54 118.50%
2inch 148.00 324.86 176.86 119.50%
3Inch 296.00 649.72 36372 118.60%
4inch 462.50 1,015.1¢ 56269 118.50%
6 Inch 92500 2,030.38 1,106.38 119.50%
Gallons In Minimum (All Classes) - -
{Per 1,000 gations)
Praposed

Commedity Rates Block Bate Bate
5/8x3/4 Inch (Residential, Commercial) 1 galions to 4,000 galions $ 480 § 8.20

4,001 gallons to 9,000 gallons $ 796 § 15.70

over 8,000 gations $ 860 § 270
3/4 tnch Meter (Residential, Commercial) 1 gations to 4,000 gallons S 480 $ 8.20

4,001 galions to 9,000 gaflons $ 716§ 15.70

over 9,000 galions $ 8.60 $ 21.70
1Inch Meter (Residential, Commercial) 1 gafions 10 27,000 galions 3 480 § 15.70

. over 27,000 galions $ 716 § 21.70

1.5 inch Meter {Residential, Ci Over Mini up 10 57.000 gallons s 4380 § 15.70

Over 57.000 gations $ 7.16 § 2170
2 Inch Meter (Residential, Commercial} 1 getions 10 94,000 gallons $ 480 § 15.70

over 94,000 galions s 716 § 21.70
3 Inch Meter (Residential, Commerciat) 1 galions to 195,000 galions s 480 § 15.70

over 195,000 gelions $ 7.16 § 21.70

NT = No Tariff
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Utility Source, LLC - Water Division
Test Year Ended December 31, 2012

Present and Proposed Rates
0 tes Blogk

4 inch Meter (Residential, Commercial) 1 gallons 10 309,000 galions.
over 308,000 galions.

6 inch Meter (Residental, Commercial) 1 gations 1o 615,000 galions
over 615,000 galions

iriigation Meters All gallons

Standpipe or Bulk All galions

Construction All gallons

Construction/Standpipe All gallons

NT = No Taniff

“we e

“

$

Exhibit
Rejoinder Schedule H-3
Page 2

{Per 1,000 gallons)
Present Proposed
Rate Rate

480 § 15.70
716§ 2370
480 § 15.70
716 § 2170
926 § 15.70
1035 § 21.70
1035 § 21.70
NT $ 21.70




Utility Source, LLC - Water Division Exhibit
Present and Proposed Rates Rejoinder Schedule H-3
Test Year Ended December 31, 2012 Page3

Witness: Bourassa

M 1 Service Line Ct 9
Present Proposed
Present Meter Propased Meter
Service install- Total Service Install- Total
Line ation Present Line ation Proposed
Charge  Charge Charge Charge

5/8 x 3/4 Inch $ 52000 § 38500 § 13500 $§ 52000
3/4 inch §75.00 415.00 205.00 620.00
1inch 660.00 465.00 265.00 730.00
11/2 Inch $00.00 520.00 475.00 995.00
2 Inch Turbo 1,525.00 800.00 995.00 1,795.00
2 inch, Compound 2,320.00 800.00 1.840.00 2,640.00
3 Inch Turbo 2,275.00 1,015.00 1,620.00 2,635.00
3 inch, compound 3,110.00 1,135.00 2,495.00 3,630.00
4 Inch Turbo 3,360.00 1,430.00 2.570.00 4,000.00
4 Inch, compound 4,475.00 1,610.00 3.545.00 5,155.00
6§ tnch Turbo 6,035.00 2,150.00 4,925.00 7.075.00

6 Inch, compound 8,050.00  2,270.00 6,820.00 9,090.00

' Based on ACC Staff Engineering Memo dated Feburary 21, 2008

g$2$£288£338§3m28agsaazaa:somqmmaum_gg

Qther Charges:
Establishment 20.00 $ 20.00
E stablishment {Afler Hours) 40.00 *Removed
Reconneclion (Delinquent) 50.00 3 50.00
f ion {After hours) 40.00 *Removed
IMeter Test 20.00 $ 20.00 |
IMinimum Deposit R ement PERRULE | PER RUL
Def PER RULE PER RULE |
PER RULE | PER RUL
$ 20.00 $ 20.00
5 15% l.S%w
10.00 $ 10.00
37 [Late Charge 15% 15%
38 [Customer requested Meter Test 20.00 s 20.00
39 [Afier hours service ch; 40.00 [} 40.00
40 [Moving Customer Meter (at customer request Cost Cost
41 I
42
43
44 (a) $ 5.00 minimum or 1.5% of unpaid balance whichever is greater.
45 * After hours service charge will apply when service requested by customer after howrs.
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Computation of increase in Gross Revenue
Requirements As Adjusted

Exhibit

Rejoinder Schedule A-1
Page 1

Witness: Bourassa

Fair Value Rate Base $ 825,856

Adjusted Operating Income (83,387)
Current Rate of Return -10.10%
Required Operating Income $ 90,844

Required Rate of Retum 11.00%
Operating Income Deficiency $ 174,232
Gross Revenue Conversion Factor 1.2021

Increase in Gross Revenue

Requirement $ 209,436
Adjusted Test Year Revenues $ 119,464
Increase in Gross Revenue Revenue Requirement $ 209,436
Proposed Revenue Requirement $ 328,900
% increase 175.31%

Customer Present Proposed Dollar Percent
Classification Rates Increase Increase
3/4 inch Residential $ 92,479 § 287,729 $ 195,250 211.13%
3/4 Inch Commercial 114 740 626 547.81%
2 Inch Commercial 23,698 36,829 13,131 55.41%

- 0.00%
Revenue Annualization : 173 741 567 327.23%
Subtotal $ 116,465 $ 326,039 $ 209,574 179.95%
Other Water Revenues 3,441 3,441 - 0.00%
Reconciling Amount (442) (580) (138) 31.22%
Rounding - 0.00%
Total of Water Revenues $ 119,464 $ 328900 $ 209,436 175.31%

SUPPORTING SCHEDULES:

B-1
C1
C-3
H-1




Utility Source. LLC - Wastewater Division Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-1
Summary of Rate Base Page 1
Witness: Bourassa
Line Original Cost Fair Value
No. Rate base Rate Bagse
1 = I
2 Gross Utility Plant in Service $ 1,397,271 $ 1,397,271
3 Less: Accumulated Depreciation 455,092 455,092
4
5 Net Utility Plant in Service $ 942,179 $ 942 179
6
7 Less;
8 Advances in Aid of Construction - -
9
10 Contributions in Aid of Construction 197,973 197,973
"
12 Accumulated Amortization of CIAC (86,715) (86,715)
13
14 Customer Meter Deposits 5,065 5,065
15 Deferred Income Taxes & Credits - -
16
17
18
19 Plus:
20 Unamortized Finance
21 Charges - -

22 Prepayments - -
23 Materials and Supplies - -
24 Allowance for Working Capital - -

28 Total Rate Base $ 825,856 $ 825,856

43 SUPPORTING SCHEDULES;
44 B-2
45 B-3
46 B-5
47 E-1
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments

Adjusted
atend
of
Test Year

Gross Utility

Piant in Service $ 1,397,271
Less:
Accumulated
Depreciation 455,064
Net Utility Plant

in Service $ 942,207
Less:
Advances in Aid of

Construction -
Contributions in Aid of

Construction - Gross 197,973
Accumulated Amortization of CIAC (86,711)
Customer Meter Deposits -
Accumulated Deferred Income Tax -
Plus:
Unamortized Finance

Charges -
Prepayments -
Materials and Supplies -
Working capital ’ -
Total $ 830,945

%

SUPPORTING SCHEDULES:

B-2, pages 2
E-1

Exhibit

Rejoinder Schedule B-2
Page 1

Witness: Bourassa

Rebuttal
Adjusted
atend

Proforma of
Adjustment Test Year

- $ 1,397,271

28 455,092

e ————————————

$ 942,179

- 197,973
4) (86,715)

5,065 5,085

Y

RECAP SCHEDULES:

B-1




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended Decamber 31, 2012 Rejoinder Schedule B-2

Original Cost Rate Base Proforma Adjustments Page 2
Wilness: Bowassa

Proforme Adiusiments Rebutta!
Adijusted 1 2 3 4 F Adjusted
8t and Intentionally at end
of Plant-in- Aeou-naaled Customer Left of
Gross Ut TJedt Yoar Service Repregation CIAC Deposits Rilank Test Yoar
ross Uility

Plant in Service $ 1397271 _ - s 1,397,271
Less:

Accumulated
Depredation 455,054 28 455,002

1z °
wmvmo-:-uu-lpg

Net Utility Plant
10 in Service s 942,207 § - § (28) § - 8 - - $ 942,179

12 Less:

13 Advances in Aid of

14 Construction - -
16 Contributons in Aid of

17 Construction (CIAC) 197,973 197,973

19 Accumulated Amort of CIAC (86,711) 4) {86,715)

21 Customer Meter Depcsits - 5,065 . 5,065
22 Accumulated Deferred Income Taxes - -

25 Plus:

26 Unamonized Finance

27 Charges -
28 Prapayments -
29  Materials and Supples -
30 Allowance for Cash Working Capital - - -

32 Tota $ 830345 § - 3 (26) § 4 3 (5,065 § - $ 825 856

SUPPORTING SCHEDULES:
37 B-2, pages3-5 B-1
E-1




Utility Source. LLC - Wastewater Division Exhibit

Test Yoar Ended December 31, 2012 Rejoinder Schadule B-2
Criginal Cost Rate Base Profonma Adjusiments Page 3
Adjustment Number 1 Witness: Bourassa
Plantin-Seri
Line
Ho. Aciustmonts
1 a ] < R E
2 Adjustments Rebuttal
3 Adjusted quired to ionally ? ionalty [ Adjusted
4 Acct Orignal Raconcile to Let Len Left Left Originat
§ No. Rescription Cosl Reconstruclion Blank Blank Blank Blank Cost
[} 351  Organization Cost - - -
7 352  Franchise Cost - - -
8 353 Land and Land Rights 105,000 - 105,000
9 354 Structures & Improvements 56,350 . 58,350
10 355 Power Generation Equipment 2,878 - 2,879
1" 380 Colisclion Sewers - Force - - .
12 381 Collection Sewers - Gravity 260,563 - 260,553
13 362 Special Coltecting Structures - - -
14 363 Servcies to Customers 60,375 - 60,375

15 364  Flow Measuring Devices - -
16 365 Fiow Measuring lnstailations - -
17 366 Reuse Services 3450 - 3,450
18 367 Reuse Meters and Meter Installation: - .- -

19 370 Recsiving Wells - -
20 371 Pumping Equipment - -
bl 374 Reuse Distribution Reserviors - -
22 378  Reuse Transmission and Distributior

23 380 Treatrment & Disposal Equipment 903,992 - 903,992
24 381 Plant Sewers - - -
25 382 Outtall Sewer Lines - - .
26 389 Other Plant & Misc Equipment - - -
27 390 Office Fumiture & Equipment 4872 (1) 4,251
28 380.1 Computers & Software - 421 2
29 391  Transportation Equipment - . -
30 382 Stores Equipmen! - - -
3 393 Tools, Shop & Garage Equipment - - -
32 394 Laboratory Equipment - - -
33 395  Power Operated Equipment - - -
34 396 Communication Equipment - - -
s 397 Miscellaneous Equipment - - -
36 398  Other Tangible Plam - -
7 TOTALS $ 1397.2711 § © s - 8 - 8 - 3 - 8 1.387.271
38

39 Planl-in-Service per Books $ 1,387,271
e in Plantin.Sen s ]
42

43 Adjustment to Plant-in-Service i -
44

45

46 B8-2, pages 3.1

47
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments

Adjustment Number 1 -A

Reconcilation to Reconstructed Plant-in-Service

Acct.
No.
351
352
353
354
355
360
361
362
363
364
365
366
367
370
3N
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Adjusted
Orginal

Desgription Cost
Organization Cost -
Franchise Cost -
Land and Land Rights 105,000
Structures & Improvements ) 56,350
Power Generation Equipment 2,879
Collection Sewers - Force -
Collection Sewers - Gravity 260,553
Special Collecting Structures -
Servdes to Customers 60,375
Fiow Measuring Devices -
Flow Measuring Installations -
Reuse Services 3,450
Reuse Meters and Meter Installatior -
Receiving Wells -
Pumping Equipment -
Reuse Distribution Reserviors -
Reuse Transmission and Distributio -
Treatment & Disposa Equipment 903,992
Plant Sewers -
Outfall Sewer Lines -
Other Plant & Misc Equipment -
Office Furniture & Equipment 4,672
Computers & Software -
Transportation Equipment -
Stores Equipment -
Tools, Shop & Garage Equipment -
Laboratory Equipment . -
Power Operated Equipment -
Communication Equipment -
Miscellaneous Equipment -
Other Tangible Plant

Plant
Per

Reconstruction

105,000
56,350
2,879
260,553

60,375

3,450

903,992

)
N
(4]
-

Adjustment

Required

TOTALS $ 1,397,271

SUPPORTIN HEDUL
B-2, pages 3.2- 3.8

$ 1,397,271

$

Exhibit

Rejoinder Schedule B-
Page 3.1

Witness: Bowrassa




Utility Source, LLC - Wasiewaier Division Exhibit
Plant Additions and Retiements Rejoinder Schedule 8-2
Page 32
Witnwes: Bourasss
Por Decision 70140 2008
NARUC Alowed Accum. Phnt Adsied Ptant Adusted
Line  Account Depuc. Proni st Deprec. At Addiions Plant Plent Retrements  Retirement Plant Saivege  Depmcistion Piant Accum,
1 351 Organization 0.00%| - - . - - - -
2 352 Franchise 0.00%] - - - . - - -
3 353 Lend 0.00% 105,000 - - - - 105,000 -
“ 354 Swuctures & Improvements 2.33%| 56.350 2815 - - 14876 58,3650 4691
5 355 Powar Genermfion 5.00%| 28T ne - - 144 2870 380
L 380 CoNection Sewer Forced 2.00% - - - - - . .
7 381 CoMaction Sewsrs Gravity 2.00%| 260,553 7817 - . 5211 260,553 13028
8 362  Spedat Collecting Structures 200% - - - - - - -
9 363 Customer Services 2.00% 60,375 181t - - 1.208 60,375 3018
10 364 Flow Measuing Devices 10.00%| - - - - - . -
Y0 365 Flow Measuring instatisbons 10.00%| - - - - - - -
10 365 Reuse Servicos 200%| 3.450 518 - - 8 3,450 87
72 367 Reuse Meters And Instafiation 8.33% - - - - -
13370 Receiving Welks 3.33% - - - - . - -
14 371 Pumeing Equipment 12.50% - - - - - - .
15 374 Reuss Distribution Reservoirs 2.50%) - - - - -
16 375 Rewse Trans. and Dist. Syclom 250% . - - - B
17 380  Treatment & Disposal Equipment 5.00%| 880,485 668,786 - - 44.524 880,485 1111
1B 381 Plant Sewers 5.00%) - . - - - - -
19 382 Outeld Sewer Lines 3.39%| - - - . -
20 360 Owwr Sewss Plant & Equipment 6.67% . - - - - - -
21 380 Offce Fumita & Equipment 8.67%] . - - - - - -
22 3801 Compisers and Software 20.00%| - . - . - . -
2 391 Transpormtion Equipment 20.00%; - - - - - - -
M 392 Stores Equipment 4.00%] - - - . . . -
25 393 Took. Shop And Garage Equip £.00%] - - - - - - -
26 394 Laborewty Equip 10.00%| - . - - . - -
2 385  Powsr Operated Equipment S.00%| - - - - - - -
26 388 Communicaton Equip 10.00% - - - - - - -
£ 397 Miscelianeous Equipment 10.00% - - - - - - .
26 399 Owves Tanglble Plart 10.00% . - - - - - .
% - . - - . - .
30 . . . . - . .
3 . . - - - .
3 . . . - . .
3 . - . . .
3%
% TOTALS 1,379,082 79.982 - - - - - - - $3032 1379002 132,965




Uility Source, LLC - Wastewater Division

Exhibit

Plant Additions and Resrements. Rejoinder Schedule B-2
Paged3
Witness: Bourases
2007
NARUC Alowad Plant Adjusted Plact Adusted
Line  Account Deprec. Additone Plant Plert Retrerments  Rebmment Plart Saivage  Depreciation Plant Accum,
| be Mo Descrigten Emfocial Adustient  Adffors (PerBooks)  Adketmenn Betiomests  ADOuy  (Cotutabd)  Balwnce Qeorec,

1 351 Oranization 0.00% . . R . .

2 352 Franchine 0.00%| - B - - -

3 353 tand 0.00% - . . 106.000 -

“ 354 Stuctures & Improvements 333%| - - 1.87¢ 56,250 6568
5 355 Powes Genaravon 5.00%| - - tae 287% 504
[ 360 Colection Sewar Forced 2.00%| . - - - .

7 361 Colecton Sewers Gravity 200% - - 521 260,553 18.239
8 362 Special Cakectng Stuctures 2.00% - - - - .

8 363 Customer Services 2.00%] - - 1.208 80,375 4226
10 384 Flow Measuring Devices 10.00% - - - N .
10 365 Flow Massuring netalations 10.00% - - - . .
10 366 Reuse Services 2.00%) - - -] 3450 es8
12 367 Reuss Meters And inctalation 0.39%| . . - - -
AR 370 Receiving Walis 3.33%] - - . - .
14 371 Pumping Equipment 12.50%| - - - . .
%5 374 Reuse Disribution Reservoiry 2.50% - - - . .
16 375 Reuse Trane. and Dist System 2.50%| - - . - -
17 380  Treatmont & Dieposal Equipment 5,00%] . . 44524 880,485 155,835
1% 381 Piant Sewers 5.00%) - - - - .
AL 382 Outiell Sewer Lines 3.33% - - - -
20 389 Other Sewer Plant & Equipmont 6.87%] . - - - -
kil 360  Offics Fumiture & Equipment 6.67%]| - - - . -
2 801 Computers snd Scftwers 20.00%) - - - . -
23 391 Trerwportation Equipment 20.00% . . . . .
24 392 Swres Equipment 4.00%| . - - - .
25 383 Tool Shop Avd Gerage Equip 5.00%) - . . . .
2% 334 Laborwiory Equip 10.00% - - . . .
26 33 Powsr Opermisd Equipment 5.00%] - - . . .
% 398 Communicaton Equip 10.00% - . . . .
26 397 Msceansous Equipment 10.00%, - - - - .
% 396 Other Tangibie Plant 10.00% - - - - -
ki . - - - -
I - . - - .
1) - . - - -
2 . - . . .
3 - . - . .
Y] . - - - .
3

3% JoTALs - - - - - - . 53.082




Uttty Source, LLC - Wastawater Division Exhibit
Prant Additions and Retirements Rejoinder Schoduse 8-2
Page 3.4
Witness: Boursams
2008
NARUC Allowed Plan Adjusied Plamt Adjusted
Lwe  Account Deprec. Addivors Piant Plant ReSromerts  Retrement Plant Savage  Depreciation Plant Accum,
NN - Lescrigten Bats (Pordooks)  Adusiment  Ajgsons [PerBooks)  Adiammecn Belemenn  ADONY  (Calouiswd)  Baence Dencec,
1 351 Organizaton 0.00%| . - - . -
2 352  Franchise 0.00%| - - - . .
3 353 Lang 0.00% - - - 106,000 -
4 354 Stuctures & improvements 3.33% - . 1876 $6.350 LX)
s 355 Power Ganeraton 5.00% - - 144 2879 643
6 360  Colecson Sewes Foroed 2.00%| - . - - -
7 381 Collection Sewers Gravity 2.00% - - 5211 260,553 23,450
8 3@  Specisl Cokecting Structires 2.00%| . . - . .
9 363 Cuswomer Services 2.00%| - - 1,208 60.375 5,434
10 364 Flow Moasuring Devices 10.00%! - - - - .
10 365 Flow Measuring Instalistons 10.00% . - - . -
w 366 Reuss Services 2.00%] . - 69 3450 75
12 367  Reuse Metars And Instailsion 8.23% - - . . -
9 370 Receiving Wes 3.33% - - - - -
1“4 371 Pumping Equipment 1260% . . . - .
15 374 Reuss Distributon Ressrvoirs 250% . - . . -
L] 375 Reuss Trarw. snd Dist. Sysiem 2,50%| . - - - -
17 380 Teastment a Disposal Equipment 5.00%) 13.507 13,507 - 44,862 903,862 200,687
® 381 Pam Sewers 5.00%; - - . . -
”® 32 Outal Sewer Unes. 3.33%| - - - - -
20 389 Other Sewer Plant & Equipment 6.67%) - - . - -
21 380  Office Fumitie & Equipment B.67%| 2562 2552 - 3 2,582 [
2 3901 Compuners snd Sofware 20.00% - . . . .
23 39 Transportetion Equipment 20.00%, - - . - -
2 382 Swres Equipmemn 4.00%] - - - - .
25 383 Tools, Shop And Garage Equip 5.00%| - - - . .
26 384 Labormtory Equp 10.00%) . . . . .
26 395  Power Opersted Equipment 5.00% . . . . .
26 386 Communication Equip 10.00%, - - . - -
2 37 Misceansous Equipment 10.00%| - - - - -
26 388 Other Tangiole Pl 10.00% - - - - -
22 - . - - -
30 - - - - -
Kl - - . - .
32 - - - - -
33 - - - - -
M - - -
s
36 TOTALS 16,059 - 16,058 ~ - - hd 53.455 238482




Utitity Source, LLC - Wastwwater Diviston

Exhibit

Ptan Additions and Retrements. Rojoinder Scheduie B-2
Pago 3§
Witnass: Bourases
2009
NARUC Atowed Piant Adjusted Plant

Line  Account Deprec, Addifons. Plont Pt Refsemonts  Retimimert Plam Satvage Depraciation Plant Accum,
i 351 Organizaton 0.00% - . B - -
2 352 Franchies 0.00%| - . - - -
3 353 Land 0.00% . . - 106,000 -
4 354 Structures & improvements: 3.33%) . - 1878 56.350 1032
5 355 Power Generstion 5.00%| . - 14 2879 ™
€ 360  Cofecton Sewss Forcad 2.00% . - - - -
7 36t CoMechon Sewers Gravity 2.00%| . - s 260,553 28,661
] 382 Speciel Collerting Seuchres 2.00%| - - - - -
® 383 Cusmer Services 2.00%| - - 1209 60.375 8,641
10 384 Flow Mewsuring Devices 10.00% - - - - .
10 365 Flow Messuring Instatiations 10.00%, - - - - -
10 366 Reuse Services 2.00%; - - € 3450 Ta4
7 367  Reuse Meters And Inetatistion 8.33% - . - - -
13 370 Reoceiving Wells 3.39%| - - . - .
14 IN Pumping Equipment 1250% . . - . .
15 374 Reuse Distribution Reservoirs 2.50% - - - - -
16 375 Reuse Trens. and Diet Sysem 250% - - - - -
17 360 Troatmant & Disposal Equipment 5.00%| - - 48,200 908,062 245,896
L] 381 PantSewers. $.00% - . . - .
19 382 Outtall Sewsr Lines. 3.33% - - . -

20 388 Other Sewer Plant & Equipment 6.67% - - B - -
21 380 Office Funitute & Equipment 6.67% . - 170 2552 255
22 3801 Computsrs snd Softwers 20.00% - B B - .
23 381 Traneporavon Equibment 20.00% - . . . .
24 392 Stores Eauipment 4.00%) - - - -
25 383 Tools Shop And Garnge Equip 5.00% - - . -
26 384 taboratory Equip $0.00% - - . -
26 3% Power Operated Equipment 5.00% - - . - -
26 398  Communicason Equip 10.00% - - - - .
26 397 Miacetaneous Equipment 10.00% - - - - -
26 39  Ower Tengibie Plant 10.00% - - - - -
29 - - - . -
30 - - . .
E11 - - . - .
2 - . - -
= . - . .
34 R . R . .
k]

3 TOTALS - - - - - - - $3.878 |.g.} 51 293,360




LBty Source, LLC - Was wwater Division Exiblt
Pieni Addmions and Restements Rejinder Schedule B-2
Page 36
Witnoss: Bournesa
2010
NARUC Aowsd Plan Adjusted Plant Adjisied
Line  Account Daprec. Additions Piant Pant Ratimments  Retiement Plar Saivage Depreciation Plant Accum.
1 351 Organization 0.00% - - - . .
2 352 Franchise 0.00%| . - - - -
3 353 Land 0.00%)| . - . 105,000 .
. 354 Stuctuwes & Improvements 3.33%) - - 1878 £6.350 12,997
s 355 Power Generation $.00%) - - 144 2878 936
] 360 CoMection Sewer Foroed 2.00%, - - - B .
7 381 Cotlection Sawers Gravity 2.00%| - - san 260,553 33,672
] 362 Speciel Callacting S¥uctures 2.00% - - - - .
] 363  Cusbmer Sarvicss 2.00%) - - 1208 80,375 7848
10 364 Flow Messuring Devices 10.00%| - - - . .
10 365 Flow Mesawing instakations 10.00%, - - - - .
10 365 Reuse Services 2.00% - - 6 3450 883
12 367  Reuso Meters And incwliavon 8.33% - - - - -
13 370 Raceiving Wels 3.39% - . - - .
14 371 Pumping Equipment 12.50% . - - . -
15 374 Reuse Disibution Reservoirs 250% - - - - -
16 375  Reuse Trane. and Dist. Systam 250% . - - . .
17 380  Treatment & Disposal Equipment £.00% - - 45200 903,952 201,006
18 381 Plant Sewsrs 5.00%| - . - . .
19 382 Outak Sewer Lines 3.33% B - - . .
20 389  Other Sewer Piant & Equipment 6.67%] - - . - .
21 390  Office Furniture & Equipment 6.67%] - - 170 2552 4%
2 390.7 Computers snd Softwace 20.00% - - - - -
23 391 Transportetion Equipment 20.00% - - - - .
24 392 Stores Equipment 4.00% - - - - -
25 383 Tools Shop And Garage Equip 5.00%) . - . R .
26 394 Labaratory Equip 10.00%| - - . . .
% 395  Power Qperawd Equipment 5.00%] . . - . .
% 396 Communiation Equip 10.00% - . - - .
28 397  Macelisnecus Equipment 10.00% - - . . .
26 396 Other Tangible Plan 10.00%| - - . - .
29 - . - - -
30 - - - - .
£ - - - - .
32 . - - . .
» - - - - -
] . - - - .
38
k] TOTALS - - - - - - - 5_:,m 1.396.151 347.237




Utility Source, LLC - Wastewater Division Exnibit
Plani Additions and Retrements - Repinder Schedule B-2
Page 17
Withess: Bourases
2011
NARUG Alowed Plant Adpeted Plant ‘Adjated

Line  Account Deprec. Additons Plant Prant Refimments  ReSrement Prant Saivage Oeprecistion Plant Accum.
bo, N, Rescriggon {EerBooks) Adusrene  Addfors  (ParBooks Mfusirens  Esiyments AR Oy  (Calusied) Setance Deprec.

k] 351 Organizaton 0.00%)| - - - - -

2 352 Franchise 0.00%| - - - - -

3 W e 0.00%) - - - 105,000 -

4 354 Suuchwes & Improvements 3% - B 1478 56,350 14073
s 355 Power Generation §.00%/ - - 144 289 1.080
6 350  Cobection Sewer Forced 2.00%| - - - - -

7 381 Colection Sewers Gravily 2.00%| - - s21¢ 260,553 30,083

8 362 Specisl Cobectng Skuctuses 200% - - . . .

L 363 Customer Services 2.00%] - . 1.208 80,375 9,056
10 364 Flow Measuring Devices 10.00%| - - - - -
10 385 Flow Measuring inetalistons 10.00%{ - - - . -
10 366 Reuss Services 2.00%| - - [ 3450 932
12 367  Reuse Meters And instaRation 833% . . - . .
1370 Receing Waik 3.33% . - - . -
M3 Pumping Equipment 12.50%| - . - . .
15 374 Reuse Distributon Reservors 2.50%) - - . . .
16 375 Reuse Trare. end Dist System 2.50%; . - - . -
7 380 ireatment & Dispossl Equipment 5.00%| - - 45,200 903,882 336,296
18 381 Plnt Sewers 5.00% - - B - -
19 382 OQuiimi Sewer Lines 3.33%, - - . - .
20 389 Other Sewer Plart & Equipment 667% - - - . .
2 390 Office Furniawre & Equipmant 5.67% - - 170 2552 6
22 3901 Computers and Software 20.00% - - - . .
23 39 Transportaton Equipment 20.00% . . . . .
24 382 Swores Equipment 4.00% - - - - .
25 33 Toom. Shop And Garage Equip 5.00% . . . . .
2 3M  Laboratory Equip 10.00% - . . - .
26 Power Opsrated Equipment 5.00%) - . . . .
6 3%  Communication Equip 10.00%| - - - - .
2% 397 Macelenecus Equipment 10.00%, - - . - -
2% 398 Other Tengible Ptant 10.00%| - - . . .
% - - . . -
k) - - - - -
xn - - . . . .
32 . - - . .
33 - - . . -
k2] - - - -
35 .

% TOTALS - - - - - - - 1.365.151




Utility Sowrce, LLC - Wastawater Division

Plant Adcitions and Retrements Rejoindor Scheduts B-2
Page 38
Witness: Bowraeas
2012
NARUC Alowed Plant Adusted Plam Adjusted
Line  Account Deprec. Additons Plent Plant Remments  Retrement Prant Saivage Depreciation L L] Accum.
’_ﬁ._ fPorfioia)  Adimtmens  Adcfiens  (Perfloghe)  Adieiments Betierents  AROnY  (Caiodswed)  Belwce Depreg,
1 351 Organization 0.00%, . - - - -
2 352 Franchise 0.00%| . - - - -
3 353 Land 0.00%| - - - 105,000 -
“ 354 Swuctwres & Improvements 3.33%| - - 1476 56,360 15,850
5 355 Power Generation 5.00% - - 14 2879 124
L 360  CoNection Sewer Forced 2.00%| - - - - -
7 361 Collecton Sewers Gravity 200% - - 521t 260553 44.28¢
[ 362 Specisl Collecting Stuctures 200% - . - - -
2 363 Customer Services 2.00% - . 1.208 60,975 10,264
16 364 Flow Messuring Devicss 10.00% - - - - .
10 385 Flow Meacuring Inewlistons 10.00% . - . - .
0 366 Reuse Services 2.00%| - - -] 3450 1.0m
12 367 Reuss Meters And inabliation 8.33% . - - - .
13 370 Receiving Weils 2.33% . - - - -
L] 371 Pumping Equipment 12.50% - - - - .
15 374 Reuse Drvibution Ressrvoirs 2.50% - - . - -
% 375 Reuse Trans. and Dist. System 2.50% - - . - -
7 380 Treswment & Disposal Equipment 5.00% - - 45200 903.992 381495
18 381 Plant Sawere 6.00% - - - - -
19 382 Owutlall Sewsr Linos 3.33%| . - - -
2 389 Other Sewer Plant & Equipment 667%) - - - - -
21 390  Office Fusnitwe & Equipment B67%; 1696 1,608 . 27 4261 823
k-3 380.1 Computers snd Sofwere 20.00%| R a - 2 L) 2
23 391 Teaneportaton Equipment 2000% - - - - -
24 382 Stores Equipment 4.00%) - - - . .
25 393 Tools, Shop And Gamage Equip 5.00%) - - - - -
28 3  Lsborsory Equip 10.00%| - - - B .
28 395  Power Opersted Equipment 5.00%) - - . - -
28 386  Communication Equip 10.00%| - - - . -
26 397 Miscelanecus Equipment 10.00% . - - . -
26 308 Ower Tangibie Plant 10.00%] - . - - -
2 . - . - .
0 . - . - .
n - - - . -
32 - - - - -
33 . . - - .
34 - . . - .
k)
36 TOTALS 2.119 - 2,119 - - - . - 53.017 1,387,271 455,




3
o

0@«:00-.4.'”4%

Acct.
Ne, Description
351 izstion Cost

352  Franchise Cost

353 Land and Land Rights

354  Structures & improvements
385 Power Generation Equipment
360 Collection Sewers - Force
361 Collection Sewers - Gravity
362 Special Collecting Structures
363 Servcies to Customers

364  Fiow Measuring Devices

365 Flow Measuring Instaliations
366 Reuse Services

367 Reuse Metars and Meter Instaltations - -

370 Receiving Wells
371 Pumping Equipment
374 Reuse Distribution Reserviors.

375 Reuse Transmission and Distribution -

380 Treatment & Disposal Equipment
381  Piant Sewers

382 Outfall Sewer Lines

389 Other Plant & Misc Equipment
390  Office Furniture & Equipment
390.1 Compulers & Software

391 Transportation Equipment

392  Stores Equipment

393  Tools, Shop & Garege Equipment - -

394  Laboratory Equipment

395 Power Operated Equipment

396 Communication Equipment

397  Miscellaneous Equipmant

398  Other Tangible Plant
TOTALS

Accumuiated Depreciation per Books

yin 4D

Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjusiments Page 4
Adjustment Number 2 Wilness: Bourassa
D .
Adiystments
a B c ) 3
Adjustments Rebuttal
dj q o ¥ o
Accum. Reconcile to Left Lent Left teft Accum.
Depr, Beconstryction Blank Blank Riapk Blagk Depr.

15,950 - 15,950
1,224 - 1,224
44,294 - 44,294
10,264 - 10,264
1,001 - 1,001
381,495 - 381,495
837 (14 823
- a2 42
$ 455,064 § 28 8 s - $ 455,092

10 A D

B-2, pages 4.1




Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 -A

Line
No.

1 Reconcilati Reconstr Accumulated D

2 Accumulated

3 Adjusted Depreciation

4 Acct. Accumulated Per Plant Adjustment

5 No. Description Depreciatign Reconstruction i

6 351 Organization Cost - - -

7 352 Franchise Cost - - -

8 353 Land and Land Rights - - -

9 354 Structures & lmprovements 15,950 15,950 -
10 355 Power Generation Equipment 1,224 1,224 -
1" 360 Collection Sewers - Force - - -
12 361 Coliection Sewers - Gravity " 44,294 44,294 -
13 362 Special Collecting Structures 10,264 10,264 -
14 363 Servcies to Customers - - -
15 364 Flow Measuring Devices 1,001 1,001 -
16 365 Flow Measuring Installations - - -
17 366 Reuse Services - -

18 367 Reuse Meters and Meter Installatior - - -
19 370 Receiving Wells - - -
20 371 Pumping Equipment 381,495 381,495 -
21 374 Reuse Distribution Reserviors - - -
22 375 Reuse Transmission and Distributio - - -
23 380 Treatment & Disposa Equipment 837 823 (14)
24 381 Plant Sewers - 42 42
25 382 Outfall Sewer Lines - - -
26 389 Other Plant & Misc Equipment - - -
27 390 Office Furniture & Equipment - - -
28 390.1 Computers & Software - - -
29 391 Transportation Equipment - - -
30 392 Stores Equipment - - -
31 393 Tools, Shop & Garage Equipment - - -
32 394 Laboratory Equipment . - -
33 395 Power Operated Equipment - - -
34 396 Communication Equipment - - -
35 397 Miscellaneous Equipment - - -
36 398 Other Tangible Plant - -
37 TOTALS $ 455,064 §$ 455,092 § 28
38

39

40 SUPPORTING SCHEDULE
41 B-2,pages 3.2-3.8

Exhibit

Rejoinder Schedule B-
Page 4.1

Witness: Bourassa




Line

Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment 3

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Gross

CIAC
Computed balance at end of test year $ 197,973
Adjusted balance at end of test year $ 197,973
Increase (decrease) $ -
Adjustment to CIAC/AA CIAC $ -
Label 3a

SUPPORTING SCHEDULES
E-1
B-2, page 5.1

Exhibit

Rejoinder Schedule B-2
Page 5.0

Witness: Bourassa

Accumulated
Amortization

$ 86,715

$ 86,711

$ 4

i S—))

3b




Utility Source. LL.C - Wastewater Division
Test Year Ended December 31, 2012
Contributbns-in-aid of Construdion (CIAC)

Line

CIAC

Amortization Deckion No. 70140
Amortization Rate

Amortization (1/2 y convention)
Accumulated Amortization

caNarswn B

-
N=C

Net CIAC

N = b s wd b oo o
QWDNDD AW

CIAC

NN
B WN A

Amorization Rate
Amonization (1/2 y convention)
Accumulated Amortization

NN AN
[N N

Net CIAC

WA
o ®

Exhibit

Rejoinder Scheduls B-2
Page 5.1
Wilness: Bourassa
2006 I 2007 1 2008 ] 2009
Balance Balance Balance Balance Balance
12/31/2005 Additions 12/312006 Additions 12/3v2007 Additions 12/3V2008 Additions 121312009
197,973 197.973 197,973 197,973 197,973
12,425
4.16% 4.16% 4.14% 4.18%)
8,240 8,240 8,203 8,268
20,665 28,906 37,108 45,376
185 518 - 177.308 - 169,057 - 160,865 - 152 597 l
2010 1 2011 i 2042
Balance Balance Balance
Additions 123v2010 Additions 12/31/2011 Additions 1213172012
- 197,973 - 197,973 - 197,973
4.18% 4.18% 4,18%|
8,268 8,268 8,269
70178 78,446 86,715
- 127,795 - 119,527 - 111,258




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 6
Adjustment 4 Witness: Bourassa

Customer osits

Staff recommended balance $ 5,085
Book balance at end of test year $ -

Increase (decrease) 3 5,065

19  SUPPORTING SCHEDULES
20 Testimony




Line

SRNE853i803aN23cevonrwnaff

N
H

25

Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Computation of Working Capital

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense)
Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Prepaid Expenses

Total Working Capital Allowance

Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax
Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

SUPPORTING SCHEDULES;

E-1

Exhibit

Rejoinder Schedule B-5
Page 1

Witness: Bourassa

$ 16,175
1,092

527

$ 17,795
$ -

Adjusted Test Year
$ 202,851

$ (15,616)
4,401

45,791

12,659

) 26,213

] 129 403
16,175

P
9
N

RECAP SCHEDULES:

B-1




Line

comwa:o-bww-alg

Utllity Source. LLC - Wastewater Division
Test Year Ended December 31, 2012

Income Statement

Revenues
Flat Rate Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Sludge Removal
Chemicals
Materials and Supplies
Office Supplies and Expense
Contractual Services - Accounting
Contractual Services - Professional
Contractual Services - Maintenance
Contractual Services - Other
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp. - Other
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation and Amortization Expense
Taxes Other Than income
Property Taxes
Income Tax

Total Operating Expenses

Operating Income

Other Income (Expense)
interest income
Other income
Interest Expense
Other Expense

Total Other income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:
C-1, page 2
E-2

Exhibit

Rejoinder Schedule C-1
Page 1

Witness: Bourassa

Rebuttal Rebuttal
Test Year Test Year Proposed Adjusted
Adjusted Adjusted Rate with Rate
Results Adjustment Results Increase Increase
3 - $ - $ - $ - $ -
116,023 - 116,023 209,436 325,458
5,261 {1,820) 3,441 3,441
$ 121,284 $ (1.820) $ 119,464 3 209,436 $ 328,900
$ - - $ - $ -
26,213 - 26,213 26,213
12,659 - 12,659 12,659
5,400 - 5,400 5,400
7.187 - 7,187 7,187
2,446 - 2,446 2,446
20,135 - 20,135 20,135
1,920 - 1,920 1,920
46,650 - 46,650 46,650
5,669 8,858 14,527 14,527
3,250 (1,750) 1,500 1,500
2,186 - 2,186 2,186
10,000 6,667 16,667 16,667
13,152 (2,366) 10,786 10,786
45744 48 45,791 45,791
4,476 {75) 4,401 2,576 6,977
(13,545) (2,071) (16.616) 32,628 17,012
$ 193,541 $ 9310 § 202,851 § 35,204 § 238,056
$ (72,257) $ (11,130) § (83,387) $ 174,232 3 90,844
§ - $ - 3 - - ] -
$ !72 257! $  (11,130) $ (83.387) § 174,232 1 90,844
CAP ED
A-1




Utility Source. LLC - Wastewater Division Exhibit
Tes! Vear Ended December 31,2012 Rejoinder Schedule C-1
Income Statement Page 2.1
Witness: Bowrassa
LABEL>>>>> 1 2 3 4 § 1 4
Test Year Rate
Line Adusted Property Case Revenus Water Auto Teiephone
bo, Besuts Depreciation  Taxes Bmense Adiuzimery Iasting Emence Expenge
! Revenues
2 Fiat Rate Revenues $ -
3 Measwed Revenves 116,023
4 Other Water Revenues $,261 {1,820)
s $ 121284 $ - $ - $ - $ {1820y $ - $ - $ -
6 Opersting Expanses
7 Salanies and Wages $ .
8 Purchased Water -
9 Purchased Powes 28213
19 Sludge Removal 12,659
11 Chemicals 5,400
12 Matesiats and Supplies 1187
13 Office Supplies and Experse 2448
14 Contractua) Services - Accounting 20,135
15 Corntractuat Services - Professional 1,920
16 Contractual Services - Maintenance -
17 Coniractual Services - Other 46,650
18 Water Tasting 5.660 8,858
19 Rents -
20 Transpoststion Expenses 3250 (1.750)
2 Insucance - Genecal Liability 2186
22 insurance - Health and Life -
23 Reg. Comm Exp. - Other B
24 Reg. Comm Exp. - Rate Case 10,000 6567
25 Misceltaneous Expense 13,152 (2,366)
26 Bad Oebt Expense. -
27 Oeprec. and Amort. Exp. 45,744 48
28 Taxes Other Than income N
29 Property Taxes 4478 as
30 ncome Tax 113,545)
AN =
32 Tots Operating Expanses 193,341 a8 3 Sy 6,867 - 8,850 1,750 368
33 Opermting income s @2257) § 48) s (6667) $ (1.820) $ (6.856) 17% 3 2.366
34 Other ncomne (Expense}
35 interes! income -
36 Omher income -

pYs nterest Exponte -
kL3 Other Experie -

40 Total Other income (Expense) - § - § - 3 -3 -__§ -8 -
41 Net Profit (Loss) 48 75 6,667 1820 6855 1750 Z
2

3 SUPPORIING SCHEDWES:

“ c2

45 €2




Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
income Statement

Exdibit
Rejoinder Schedule C-1
Page 22
Witness: Bowrassa
[} 2 10 1 Rebustal Rebuttal
[ i i y b y Test Year Proposed Adpssted
Lot Lea Lett Income Adiusted Rate with Rate
Blank Slaok Blank Taxey Reputs inciease Inarease
s - -
116,023 200,036 325458
EX 21 3441
] -8 -8 -8 - § 119464 § 209436 § 328,900
3 - .
26213 26213
12,659 12,659
5,400 5,400
T.987 7.187
2448 2446
20,135 20,135
1.920 1,020
46,650 46,650
14,527 14,527
1,500 1.500
2,186 2,186
16,667 16,667
10,786 10,786
45,791 45,791
4401 2,576 6,977
{2.07) {15.616) 32,628 17,002
$ - 3 - s - $ 74) 202851 § 35 238,056
s -8 - 3 - 8 201 $ T (83387) § 174232 § 844

Line
Ho.
1 Revenues
2 Fiat Rale Revenues
3 Meaqurad Revanues
. Other Water Revenues
5
€  Operating Expenses
7 Salaries and Wages
8 Purchased Water
9 Purchased Power
10 Studge Removal
11 Chemicals
12 Materials and Supplies
12 Office Supplies and Expense
1" Contraciual Services -
15 Contractsal Services - Professional
16 Contractual Services - Maintenance
17 Contractual Services - Other
18 Water Yesting
19 Renty
20 Transportaion Expenses
21 Insurance - General Liability
22 Ingurance - Health and Life
23 Reg. Comm Exp. - Other
24 Reg. Comm. Exp. - Rate Case
25 Miscelancous Expense
25 Bad Debt Expense
27 Deprec. and Amont. Exp.
28 Taxes Other Than Income
29 Property Taxes
30 fncoma Tax
N
32 Totat Operating Expensas
33 Opersting Income
34 Other income (Expense)
kL Interest Income
6 Other income
a7 Interes! Expense
38 Other Expense
39
40 Tota) Other Income (E.
41 Net Profit {Loss)
42
b SUPPORTING SCHEDULES:
“” c2
45 €2

3 - 3 - - - T
3 — 3 — 201§ ‘Ell‘zii 'ZJ§ g 90,844

C-1,page 1




Line

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses

Exhibit

Rejoinder Schedule C-2

Page 1
Witness: Bourassa

justmen Revenues n:
1 2 3 4 El [}
Subtotal
Depreciation Property Rate Case Revenue Water Auto
Expense Taxes Expense Adiustment Testing Expense
- - - (1.820) - - (1,820)
48 (75) 6,667 - 8,858 (1.750) 13,747
(48) 75 (6,667) (1,820) (8,858) 1,750 (15,567)
(48) 75 (6,667) -~ (1,820) (8,858) 1,750 (16,567)
Adju nts to Reven nses
A 8 9 10 hh} Subtotal
Intentionally Intentionally Intentionally
Telephone Left Left Left Income
Expense Blank Blank Blank Taxes
- - - - - (1,820)
_{2,366) - - - __(2,071) - 9,310
2,366 - - - 2,071 - (11,130)
2,366 - - - 2,071 - (11,130)
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustments o Revenues and Expenses

Exhibit
Rejoinder Schedule C-2
Page 2

Adjustment Number 1 Witness: Bourassa
Depreciation Expense
Adjusted
Acct. Original Non-depreciable/ Original Proposed  Depreciation
No. Description Cost Fully Depreciated Cost Rates Expense
351  Organization Cost - - - 0.00% -
352  Franchise Cost - - - 0.00% -
353 Land and Land Rights 105,000 (105,000) - 0.00% -
354  Structures & Improvements 56,350 56,350 3.33% 1,876
355 Power Generation Equipment 2,879 2,879 5.00% 144
360 Collection Sewers - Force - - 2.00% -
361 Collection Sewers - Gravity 260,553 260,553 2.00% 5211
362  Special Collecting Structures - - 2.00% -
363 Servcies to Customers 60,375 80,375 2.00% 1,208
364  Flow Measuring Devices - - 10.00% -
365 Flow Measuring Installations - - 10.00% -
368 Reuse Services 3,450 3,450 2.00% 69
367 Reuse Meters and Meter Instaliations - - 8.33% -
370  Receiving Wells - - 3.57% -
371 Pumping Equipment - - 10.00% -
374  Reuse Distribution Reserviors - - 2.50% -
375 Reuse Transmission and Distribution - - 2.00% -
380  Treatment & Disposal Equipment 903,992 903,992 5.00% 45,200
381  Plant Sewers - - - 5.00% -
382  Outfall Sewer Lines - - 3.33% .
389  Other Plant & Misc Equipment - - 6.67% -
390 Office Furniture & Equipment 4,251 4,254 8.67% 284
390.1 Computers & Software 421 421 20.00% 84
391 Transportation Equipment - - 20.00% -
392  Stores Equipment - - 4.00% -
383  Tools, Shop & Garage Equipment - - 10.00% -
394 Laboratory Equipment - - 10.00% -
395 Power Operated Equipment . - 5.00% -
396 Communication Equipment - - 10.00% -
397 Miscellaneous Equipment - . 10.00% -
398  Other Tangible Plant - - 10.00% -
- 10.00% -
TOTALS $ 13972711 § (105,000) $ 1,292,271 $ 54,075
Gross CIAC Amort. Rate
Less: Amortization of Contributions $ 197,973 4.1845% $ (8,284)
$ 45,794

Total Depreciation Expense
Adjusted Test Year Depreciation Expense

increase (decrease) in Depreciation Expense

Adjustment to Revenues and/or Expenses

SUPPORTING SCHEDULE
B-2, page 3

“Fully Depreciated

45744

===—J£'
$ 48
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 2

Property Taxes

. DESCRIPTION

Company Adjusted Test Year Revenues

Weight Faclor

Subtotal (Line 1 ® Line 2)

Company Recommended Revenue

Subtotal (Line 4 + Line 5)

Number of Years

Three Year Average (Line 5/ Line 6)

Department of Revenue Multilplier

Revenue Base Value (Line 7 * Line 8)

Plus: 10% of CWIP (intentionally excluded)

Less: Net Book Value of Licensed Vehicles

Full Cash Value (Line 9 + Line 10 - Line 11)

Assessment Ratio

Assessment Value (Line 12 * Line 13)

Composite Property Tax Rate - Qbtained from ADOR

Test Year Adjusted Property Tax Expense (Line 14 ® Line 15)
Tax on Parcels .

Total Property Taxes (Line 16 + Line 17)

Adjusted Test Year Property Taxes

Adjustment to Test Year Property Taxes (Line 18 - Line 19)

Property Tax on Company Recommended Revenue (Line 16 + Line 17)

Company Test Year Adjusted Property Tax Expense (Line 18)
Increase in Property Tax Due to Increase in Revenue Requirement

Exhibit
Rejoinder Schedul
Page 3
Witness: Bourasse

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24)

Increase in Revenue Requirement

Test Year Company
as adjusted Recommended
$ 119,464 $ 119,464
2 2
238,928 238,928
119,464 328,900
358,391 567,827
3 3
119,464 189,276
2 2
238,928 378,551
421 a1
238,507 378,130
20.0% 20.0%
47,701 75,626
9.2262% 9.2262%
$ 4,401 $ 6,877
$ 4,401
$ 4,476
3 575!
$ 6,977
_$ 4,401
_;i 2,576
$ 2,576
$ 209,436
1.23016%

Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27)
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Estimated Rate Case Expense
Estimated Amortization Period in Years
Annual Rate Case Expense

Adjusted Test Year Rate Case Expense
Increase(decrease) Rate Case Expense

Adjustment to Revenue and/or Expense

Reference
Testimony

Exhibit

Rejoinder Schedule C-2
Page 4

Witness: Bourassa

$ 50,000
3
3 16,667
$ 10,000
3__FEr
$ 6,667




|
Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Schedule C-2
Adjustment to Revenues and Expenses Page 5
Adjustment Number 4 Witness: Bourassa

Revenue Adjustment

Line

Revenue Adjustment $ (1,820)

Total Revenue from Annualization 3 51 ,8202

om\:mmaww-lg

Adjustment to Revenue and/or Expense $ 51,8202

11 Reference
12 Staff Adjustment # 1
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 5§

Water Testing

Staff Recommended Water Testing Expense
Adjuste Test Year Water Testing Expense

Adjustment to purchased power expense (rounded)

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #3

$ 14,527
$ 5,669
$ 8|858

8,858

Exhibit

Schedule C-2
Page 6

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 6

Auto Expense

Test Year Auto Expense
Staff Recommended Auto Expense

Adjustment to Revenues

Adjustment to Revenue and/or Expense

Reference
Staff Adjustment #3

Exhibit

Schedule C-2
Page 7

Witness: Bourassa

$ 1,500
3,250
$ (1,750
(1,750)




Utility Source. LLC - Wastewater Division Exhibit

Test Year Ended December 31, 2001 Schedule C-2
Adjustment to Revenues and Expenses Page 8
Adjustment Number 7 Witness: Bourassa

Telephone Expen:

Line
No.
1
2 Staff Recommended Telephone Expense $ 2,366
3 .
4  Adjusted Test Year Telephone Expense 4,732
5
6 Adjustment to Revenues $ 52!3662
7
8
9 Adjustment to Revenue and/or Expense $ 2,366
10
11 Reference
12 Staff Adjustment #4
13
14
15
16
17
18
19
20
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

Intentionally Left Blank

Exhibit

Schedule C-2
Page 9

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 9

Intentionally Left Blank

Exhibit

Schedule C-2
Page 10

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 10

Intentiopally Left Blank

Exhibit

Schedule C-2
Page 11

Witness: Bourassa
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Utility Source. LLC - Wastewater Division
Test Year Ended December 31, 2012
Adjustment to Revenues and/or Expenses
Adjustment Number 11

Income Taxes

Exhibit

Rejoinder Schedule C-2
Page 12

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
Compauted Income Tax $ (15,616) $ 17,012
Test Year Income tax Expense (13,545) (15,618)
Adjustment to Income Tax Expense $ (2,071) $ 32,628

SUPPORTING SCHEDULE
C-3, page 2




Utility Source. LLC - Wastewater Division Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Line Gross
No. _Description Revenues
Combined Federal and State Effective Income Tax Rate 15.773%

Property Taxes 1.036%

Total Tax Percentage 16.809%

Operating Income % = 100% - Tax Percentage 83.191%

13 1 = Gross Revenue Conversion Factor
14  Operating Income % 1.2021

25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3, page 2 A-1




DOCKET NO. W5-02676A-12-0196

Utility Source. LLC - Wastewatsr Divition Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-3
Page 2
Witness: Bourassa
GROSS REVENUE CONVERSION FACTOR
Line [ (8} © ) €} 3]
bo, Resgriotion
Caklation of Gross Revenys Conversion Facter:
1 Revenue 100.0000%
2 Uncollecible Factor (Line 11) 0.0000%
3 Revenues (Lt-L2) 100.0000%
4 Combined Federal and State Income Tax and Property Tax Rate (Line 23) 16.8091%
5 Subtotal (L3 - L4) 83.1909%
6 Revenue Conversion Factor (L1/ L5} 1.202055
Caiculation of Uncofloctiblo Facter;
7 Unity 100.0000%
8 Combined Federal and State Tax Rate (L17) 15.7730%
9 One Minus Combined income Tax Rate (L7 -18) 34.2270%
10 Uncollectible Rate 0.0000%
11 Uncollectible Factor (L8 * 110} 0.0000%
i ive T A
12 Operating Income Before Taxes (Arizona Taxable income) 1
13 Avizons State Income Tax Rate 2.8074%
14 Federal Taxable income (112 - L13) $7.1925%
15 Applicable Federal Income Tax Rate (LS5 Col F) 13.3401%
16 Effective Federal Income Tax Rate (L14 x L15) 12.9656%
17  Combined Federal and State income Tax Rate (L13 +1.16) 15.7730%
c N Effeglive P Tax
18 Unity 100.0000%
19 Combined Federal and State income Yax Rate (117) 18.7730%
20  One Minus Combined Income Tax Rats (L18-119) 84.2270%
2% Property Tax Factor $.2302%
22 Eftective Property Tax Factor (L207121) 1.0381%
23 Combinod Federa! and State income Tax snd Propesty Tax Rate (L17+1L22) 15.8091%
24 Required Ogerating Income $ 90,844
25  AdjustedTest Year Operating Income (Loss) 3 {83,387)
26 Required Increase in Opersting income (L24 - 125) $ 174,232
27  Income Taxes on Recormended Revenue (Col. (F), L52) 3 17.012
28 ncome Taxes on Tesl Yess Revenue (Col. (C), L52) 3 {15,616)
29 Required Increase in Revenue to Provide for Income Taxes (127 - L28) s 32,628
30 R ded Revenue 3 328,900
31 Uncollectible Rate (Line 10) 0.0000%
32  Uncollectible Expense on Recommended Revenue (L24 * 1.25) s -
33 Adiustad Test Year Uncodlectible Expense $
34 Required Increase in Revenue to Provide tor Uncollectible Exp. s -
35 Property Tax with Recommended Revenue 3 6977
36 Property Tax on Tes( Year Revenue $ 4,401
37 increase in Property Tax Due 10 Increase in Revenue (L35-L36) 3 257
38 TYotal Requied Incraese in Revenue (L26 « 129 « L37) i 208 436
] iB) [1%] ()] {E] I
Test Year Company Recommended
Total Tolal
Calculation of incoms Tax: Wastewsler 3lewnter
39 Revenue $ 119,464 3 328,900 $ 328,900
40 Opesating Expenses Exciuding Income Taxes 218,467 221,043 221,043
41 Synchwonized interest (L47) - - -
42 Asizona Taxable income (L38 - L40 - L41) $ $ (89,003) $ 107,856 $ 107,856
43 Avizona State Effectve income Tax Rate (soe work papers) 2.8074% 2.8074% 2.8074
44 Asizona Income Tax (L42 x L43) 3 $ {2.779) $ 3.028 $ 3,028
45 Federal Taxsbie Income (L42- L44) $ 3 (96.224) $ 104,828 $ 104,028
46 Federat Tax Rate 13.3401%| 13.3401% 13.3401%;
47 Federal Tax $ $  (12,636.35) 3 13,964 $ 13,084
L
49
S0
51
§2
53 Totol Federal Income Tax ] $ (12,838)! 13,984 $ 13,984
54 Combined Federal and State Income Tax (L35 + L42) 3 (15616) {3 17,012 3 szj
55 COMBINED Applicable Federal income Tax Rate [Col. (D], LS3 - Col. {A]. LS3 / {Col. (D}, L45 - Col. [A). L45) 13.3401%
56 WASTEWATER Applicable Federal Income Tax Rate [Col. [E]. LS3 - Cal. [B). L53)/ (Col. [E], L45 - Col, [B], L4S}
57 WATER Agplicable Federal Income Tax Rate [Col. {F). LS3 - Cal. {C], L53)/ [Col. [F], L4S - Cok. [C}, L45] 13.3401%
Cafcutation of inferest [Weater Wastewafer
58 Rule Base s 1575994 1 § 825,856
59 Weighted Average Cost of Debt 0.0000%| 0.0000%
60 Synclwonized Interest (L59 X L60) [] - $ =




Line
No.

Utility Source. LLC - Wastewater Division

Revenue Summary

Test Year Ended December 31, 2012

Meter Size Classification
3/4 inch Residential
3/4 inch Commercial
2 Inch Commercial
Subtotals of Revenues

Revenue Annualizations:
3/4 inch Residential

Subtotal Revenue Annualization

Total Revenues wi Annualization
Misc Revenues, as adjusted
Reconciling Amount

Total Revenues

Exhibit

Rejoinder Schedule H-1
Page 1

Witness: Bourassa

Total Total Percent Percent
Revenues Revenues of of
at at Present Proposed
Present Proposed Dollar Percent Water Water
Rates Rates Change Change  Revenues  Revenues
92479 $ 287,729 $ 195,250 211.13% 77.41% 87.48%
114 740 626 547.81% 0.10% 0.22%
23,698 36,829 13,131 55.41% 19.84% 11.20%
116,291 § 325,298 $ 209,007 179.73% 97.34% 98.90%
173 § 741§ 567 327.23% 0.15% 0.23%
173 741 567 327.23% © 0.15% 0.62%
116,465 $ 326,039 $ 209,574 179.95% 97.49% 99.13%
3,441 3,441 - 0.00% 2.88% 1.05%
(442) (580) (138) 31.22% -0.37% -0.18%
119464 § 328,900 $ 209,436 175.31% 100.00% 100.00%
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15
16
17
18
19

Customer
Classification
L

34 inch Residentia)
314 Inch Commercial
2 Inch Commercial
Totals
Actual Year End Number

of Customers:

Utility Source, LLC - Wastewater Division Exhibit
Analysis of Revenue by Detailed Class Rejoinder Schedule H-2
Test Year Ended December 31, 2012 Page 1
Witness: Bourassa
(a)
Average
Number of
Aversge BIll Propoged Increase
at Average Present Proposed Dolilar Percent
121312012 Rates Rates Amount Amount
320 4123 ¢ 2408 $ 7491 $ 50.83 211.13%
1 1,667 9.52 61.66 52.14 547.81%
3 115,286 6658.29 1,023.04 364.756 55.41%
324
325

Percent
of

98.77%
0.31%
0.93%

100.00%
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No.
1
2
3
4
5
6
7
8
9
10

11
12
13
14
15
16
17
18

Customer
Classification

Residential
Commercial
Commercial

3/4 Inch
3/4 Inch
2 Inch

Totals

Actual Year End Number
of Customers:

Utility Source, LLC - Wastewaster Divislon
Analysis of Revenue by Detailed Class
Test Year Ended December 31, 2012

{a)
Average
Number of
i

ot Median Present

121312012  Consumotion

320 3500 $
1 1500 $
3 65,000

2044 $
857 §
371.15

Proposed
Amount
7160 $ 51.16

Exhibit

Rejoinder Schedule H-2
Page 2

Witness: Bourassa

Doltar Percent
250.30%
5223  609.80%

390.60  105.24%

Percent
of

98.77%
0.31%
0.93%
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Utllity Source, LLC - Wastewater Division
Present and Proposed Rates
Test Year Ended December 31, 2012

Customer Classification

Monthly Usage Chasge for:
5/8 x 34 Inch

4 Inch

1 Inch

1172 inch

2 Inch

3inch

4 Inch

6 inch

|
All Meter Sizes

Residential
Commercial and Industrial
Car , laur . C ial, Manufacturing
Hotels, Motels
Restauarants
Industrial Laundries
Waste haulers
Restuarant Grease
Treatment Plant Shudge
Mud Sump Waste

“»

584

571
7.66
9.46
8.39
171.20
149.80
171.20
535.00

Exhibit

Rejoinder Schedule H-!
Page 1

Witness: Bourassa

Proposed
Batos

$ 53.00
53.00

132.50

265.00

424.00

848.00

1,325.00

2,650.00

§.20
6.97
8.61
763
165.79
136.32
15579
486.85
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Utliity Source, LLC - Wastewater Division
Present and Proposed Rales
Test Year Ended December 31, 2012

Other Charges:

|Establishment 20.00
Establishment (After Hours) 40.00
Reconnection (Delinquent) 50.00
Reconnection (Delinquent and After hours) 40.00
Minimum Deposit Requirement PER RULE
Deposit Interest PER RULE
[Re-establishment (Within 12 months) PER RULE
NSF Check : $ 2000
Deferred Payment, per month PERRULE
Late Charge PER RULE
After hours service charge $ 40.00

° After hours service charge will apply when service requested by cusiomer after hours.

Exhibit

Rejoinder Schedule H-3
Page 3

Witness: Bourassa

PER RUL|

$ 20.00
PER RULE

PER RULE |

$ 40.00
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For convenience, that testimony and my related schedules are contained in separate
volumes.

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS?

No. I updated my cost of capital analysis on my rebuttal testimony filed on October
3, 2014. I updated my cost of capital in my rebuttal testimony because of the
significant period of time between the Company’s direct filing and its rebuttal
filing. I did not feel the need to provide an additional update at this time because
my rebuttal update is approximately 1 month old.

PLEASE SUMMARIZE YOUR RECOMMENDED REJOINDER COST OF
DEBT AND EQUITY, AND YOUR RECOMMENDED REJOINDER RATE
OF RETURN ON RATE BASE.

I continue to recommend a cost of equity of 11.0 percent based on my most recent
cost of capital analysis. The range of my rebuttal DCF, CAPM, and Build-up
Method analyses is 9.0 percent to 11.6 percent with a mid-point of 10.3 percent.
My opinion that a return on equity of 11.0 percent for USLLC given its size and
greater risk compared to the public traded water utilities is conservative. The
Company’s recommended capital structure consists of 0 percent debt and 100
percent common equity as shown on Rejoinder Schedule D-1. Based on the
Company’s recommended cost of equity and capital structure, the Company’s
weighted cost of capital (“WACC”) is 11.0 percent, as shown on Rejoinder
Schedule D-1.
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INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
On behalf of Applicant Utility Source, LLC (“USLLC” or the “Company”).

DID YOU ALSO PREPARE REJOINDER TESTIMONY ON RATE BASE
ISSUES IN THIS DOCKET?

Yes. My rejoinder testimony on rate base, income statement, revenue requirement
and rate design is being filed in a separate volume at the same time as this
testimony. In this volume, I present my cost of capital rejoinder testimony. Also
attached are two exhibits, which are discussed below.

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL
FOR THE COMPANY |

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REJOINDER
TESTIMONY?

I will provide responses as appropriate to the surrebuttal testimony of Staff witness

Mr. John Cassidy and RUCO witness Mr. Robert Mease. This portion of my
rejoinder testimony focuses on cost of capital issues. I will testify in support of
USLLC’s proposed return on equity and rate of return on its fair value rate base
(“FVRB”). I am sponsoring the Company’s D Schedules, which are attached to
this testimony. There are 22 schedules that support my cost of capital testimony.
As noted above, I am also sponsoring rejoinder testimony that addresses the
Company’s rate base, income statement (revenue and opérating expenses), required

increase in revenue, and its rate design and proposed rates and charges for service.

1




1 III. SUMMARY OF THE STAFF AND RUCO RECOMMENDATIONS
21 Q. PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF
3 STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE
4 RATE BASE.
51 A. Staff continues to recommend a capital structure consisting of 0 percent debt and
6 100 percent equity.' Staff ‘s updated cost of equity of 9.8 percent is based on the
7 average cost of equity produced by its DCF and CAPM models, a financial risk
8 adjustment and an economic assessment adjustment (EAA).?  Staff did not
9 consider firm size or firm-specific risks in its analysis. Based on its capital
10 structure recommendation, Staff determined the WACC for USLLC to be 9.8
11 percent.3
12 RUCO continues to recommend a capital structure consisting of 0 percent
13 debt and 100 percent equity. RUCO’s updated cost of equity of 9.25 percent is
14 based on the average cost of equity produced by its DCF and CAPM models as
15 wells as a Comparable Earnings analysis and a 70 basis point risk premium.’
16 Based on its capital structure recommendation, RUCO determined the WACC for
17 USLLC to be 9.25 percent.®
18 | Q. PLEASE COMPARE THE PARTIES’ RESPECTIVE COST OF EQUITY
19 ESTIMATES AND RECOMMENDATIONS.
20
21
2215 See Surrebuttal Testimony of John A. Cassidy (“Cassidy Db.”) at 16. Staff Surrebuttal Scehydule JAC-3.
23 | 2Hd.at17.
24 : sl:e z:vitlJZ:‘o Surrebuttal Schedule RBM-1.
55 || S See RUCO Surrebuttal Schedule RBM-2.
26 6 See Surrebuttal Testimony of Robert B. Mease (“Mease Sb.") at 1.
0106807 3
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A.

The respective parties’ cost of equity recommendations are summarized below:

Financial
Build- Risk/EAA
Party DCF CAPM Up/CE Average [Other  Adjusted Recommended
USLLC 9.6% 9.7% 11.5% 10.3% N/A 10.3% 11.0%
Staff 9.2% N/A N/A 9.2% 0.6% 9.8% 9.8%
RUCO 8.71 7.24 9.8 8.55 0.7% 9.25 9.25%

HAVE YOU UPDATED THE FORECASTS OF COMMON EQUITY
RETURNS AND CURRENTLY AUTHORIZED RETURNS? IF SO, HOW
DO THEY COMPARE TO THE RECOMMENDATIONS OF STAFF AND
RUCO?

Yes. And, the recommendations of the Staff and RUCO continue to be much

lower. Value Line (October 17, 2014) shows actual and projected returns on equity

for the water utilities:

Company Actual
2013 2014 2015 2017-19
American States Water (AWR) 12.7% 11.5% 12.5% 12.5%
Aqua America (WTR) 13.4% 13.5% 14.5% 14.0%
California Water (CWT) 7.9% 8.0% 9.0% 10.0%
Connecticut Water (CTWS) 9.2% 9.5% 10.0% 10.0%
Middlesex Water (MSEX) 8.7% 9.0% 9.5% 9.5%
SJW Corp. (SJW) 7.3% 7.5% 8.0% 8.0%
4
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York Water. (YORW) 9.3% 11.0% 12.5% 12.5%
Averages 9.8% 10.0% 10.9% 10.9%

The currently authorized ROEs for the sample water utility companies as reported

by AUS Utility Reports (November 2014) average 10.03 percent. They are as

follows:
Company
American States Water (AWR) 9.99%
Aqua America (WTR) 10.29%
California Water (CWT) 9.99%
Connecticut Water (CTWS) 9.75%
Middlesex Water (MSEX) 10.15%
SJW Corp. (SIW) 9.99%
York Water. (YORW) NM
Average 10.03%

Q. DO YOU STILL MAINTAIN THE VIEW THAT THAT USLLC’S COST OF
EQUITY IS HIGHER THAN THE PUBLICLY TRADED UTILITIES?

A. Yes. Besides the obvious liquidity risk (lack of liquidity of investment), smaller

utilites face the risks of a smaller customer base, limited financial resources, lack

of diversification across the customer base and geography.” The business risk

 Annin, Micheal, “Equity and the Small-Stock Effect”, Financial News, Public Utilities Fortnightly, October 15,
1995.; 113, 19, pg. 42.
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IV.

measures such as the coefficient of variation in earnings and operating leverage
demonstrate (quantitatively) that smaller utilites, like USLLC are more risky than
the publicly traded utilites. ®

REJOINDER TO THE COST OF EQUITY RECOMMENDATIONS OF
STAFF AND RUCO

A.  Responses to Staff’s Surrebuttal Testimony

PLEASE RESPOND TO MR. CASSIDY’S CRITICISMS (ON PAGE 2) OF
YOUR TESTIMONY THAT THE DCF MODEL PRODUCES ESTIMATES
OF COMMON EQUITY COSTS ARE CONSISTENT WITH INVESTORS’
EXPECTED RETURN ONLY WHEN THE STOCK PRICE AND BOOK
VALUE ARE REASONABLY SIMILAR.

Mr. Cassidy’s testimony mischaracterizes the main point of my testimony. I do
state the we should be concerned with the applicability of the DCF under current
market conditions.” That said, my example provided on page 10 was to
demonstrate that the application of the DCF model produces estimates of the cost
of equity that are consistent with investor expectations gnly when the market price
of a stock and the stock’s book value are approximately the same."

CAN YOU DEMONSTRATE THIS ANOTHER WAY?

Yes. Dr. Morin provides a simple numerical illustration demonstrating the impact
of market-to-book (“M/B”) ratios on the DCF market return in his book, New
Regulatory Finance. 1 have included a copy of this analysis as Rejoinder Exhibit

TJB-COC-RJ1.

8 See Direct Testimony of Thomas J. Bourassa (“Bourassa Dt.”) at 23-26.
% Bourassa Rb. at 11-12.
1% Bourassa Rb. at 10.
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Q. DOES THE FACT THAT STAFF’S UPDATED DCF COST OF EQUITY IS
NOW 9.2 PERCENT CHANGE YOUR OVERALL ANALYSIS AND
CONCLUSIONS DRAWN FROM YOUR EXAMPLE?

A.  No. Restating my example using Mr. Cassidy’s updated average DCF estimate of
9.2 percent, USLLC would still have no realistic opportunity to actually earn
Mr. Cassidy’s market-based rate of return. For example, the average market price
per share of his proxy group is $25.25' and the average book value per share is
$12.50.'% Under these circumstances, Mr. Cassidy’s 9.2 percent market-based cost
rate implies an annual return per share of $2.32"3 consisting of $0.73 in dividends'*
and $1.59 in growth (market-price appreciation).'> However, application of a 9.2
percent return rate to book value per share ($12.50) produces an opportunity to
earn a total annual return of just $1.15.' With annual dividends of $0.69"", the
utility could reasonably expect market-price appreciation of $0.46'%, or only 1.82

percentlg.

Q. WHAT ABOUT MR. CASSIDY’S ASSERTION THAT YOU SHOULD|

HAVE USED WEIGHTED AVERAGE STOCK PRICES AND BOOK
VALUES?

1 Average of stock prices for Cassidy proxy group at September 28, 2014.
12 Average of book value per share as of December 31, 2013, as reported by Value Line.
Bgo percent times $25.25.

1 Average adjusted dividend yield (Do) for Cassidy proxy group of 2.9 percent times the average stock price of
$25.25.

15 Implied growth of 6.3 percent (the return of 9.2 percent less adjusted dividend yield of 2.9 percent) times the
average stock price of $25.25.

692 percent times $12.50.

17 $1.15 times average payout ratio of 60%
'® $1.15 minus $0.69.

19 $0.46 divided by $25.25.
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A.  Putting aside the fact that Mr. Cassidy provides no theoretical or authoritative
support for his position, and assuming he is correct that weighted averages of the
stock prices and book values per share based upon market capitalization should
have been used, the results of the analysis are similar to the results using the simple
averages of the stock price and book value per share. More importantly, the
conclusion drawn from the analyses are the same; that USLLC would still have no
realistic opportunity to actually earn Mr. Cassidy’s market-based rate of return.

Again, restating my example using Mr. Cassidy’s updated average DCF
estimate of 9.2 percent and using market capitalization weighted averages for the
stock price and book value, USLLC would still have no realistic opportunity to
actually earn Mr. Cassidy’s market-based rate of return.  For example, the
weighted average market price per share of his proxy group is $24.94*° and the

1.2' Under these circumstances,

weighted average book value per share is $10.8
Mr. Cassidy’s 9.2 percent market-based cost rate implies an annual return per share
of $2.29% consisting of $0.72 in dividends® and $1.57 in growth (market-price
appreciation).24 However, application of a 9.2 percent return rate to book value per

share ($10.81) produces an opportunity to earn a total annual return of just $0.99.2

20 Weighted average of stock prices for Cassidy proxy group at September 28, 2014 based upon market
capitalization. ‘

u Weighted average of book value per share as of December 31, 2013 based upon market capitalization, as reported
by Value Line.

292 percent times $24.94.

2 Average adjusted dividend yield (Do) for Cassidy proxy group of 2.9 percent times the average stock price of
$24.94.

2 Implied growth of 6.3 percent (the return of 9.2 percent less adjusted dividend yield of 2.9 percent) times the
weighted average stock price of $24.94.

$92 percent times $10.81.
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With annual dividends of $0.50%, the utility could reasonably expect market-price
appreciation of $0.49%’, or only 1.96 percent’®.

Q. WHAT WOULD HAPPEN TO THE STOCK PRICE IF INVESTORS
RECEIVE A DVIDEND OF JUST $0.50?

A. It would decline signifcantly. Let me explain. Using the previous example, if
investors expect a dividend of $0.72 based upon a dividend yield of 2.9 percent and
a market price of $24.94, but investors only get a dividend of $0.50%°, then the
market price of the stock must necessarily decline to $17.24* ($7.70 per share).
This is because investors expect a dividend yield of 2.9 percent but the actual
dividend paid ($0.50) provides only a dividend yield of 2.0 percent. The stock
price would further decline because investors would not receive the growth in the
stock price they expect. In other words, investors would not receive their expected
return on the price they paid for the stock and the market price will be driven down
to book value so that investors will achieve their expected return.

Q. PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGES 3 AND
4) THAT THE FINANCIAL RISK FOR THE PUBLICLY TRADED
COMPANIES IS HIGHER THAN THAT FOR USLLC.

A.  Tagree. I have considered USLLC’s lower financial risk in my recommendation of
an 11.0 percent cost of equity for USLLC.” Business and financial risk, while

separate risks, are interrelated. Specifically, a common equity investor may seek

% $0.99 times weighted average payout ratio of 51%

%7 $0.99 minus $0.50.

% $0.49 divided by $24.94.

% $0.99 times weighted average payout ratio of 51%

30 $0.50/2.9 percent

3! See Direct Testimony of Thomas J. Bourassa (“Bourassa Dt.) at 28.




! to offset exposure to high business risk by investing in a firm perceived to have a
2 low degree of financial risk. Studies show that smaller firms tend to offset
3 business risk with lower financial risk. A study by Scott and Martin** found
! statistically significant results for unregulated firms in twelve industries that
> "smaller equity ratios (higher leverage use) are generally associated with larger
6 companies".* One should expect unregulated enterprises to seek the best balance
7 between debt and equity to obtain the lowest overall cost of capital. The findings of
8 Scott and Martin suggest smaller firms found it prudent to offset higher business
? risks related to being small by reducing financial risk. This evidence suggests the
10 least cost equity ratio for USLLC should be higher than the average equity ratio for
! the utility proxy group.
2 Q. IS USLLC’S LACK OF FINANCING FLEXIBILITY ALSO A SOURCE OF
13 ADDED RISK?
14 A.  Yes. Because USLLC is not publicly traded, it does not have access to equity
5 markets available to publicly traded utilities in the water proxy group. This lack of
16 financing flexibility increases risk because USLLC has to rely on fewer sources of
H capital. By contrast, utilities in the water proxy group utilities sample have the
18 flexibility to issue shares of equity in vast equity markets to keep their capital
19 structures in balance and raise additional capital from external sources.
20 Q. DID YOU STATE IN YOUR REBUTTAL THAT STAFF HAS NOT
Z EXPLAINED ITS REASONS FOR NOT CONSIDERING THE CAPM?
23
24
25 32 Scott and Martin, "Industry Influence on Financial Structure,"” Financial Management, Spring 1975, pp. 67-71
3 1d. p. 70.
26
0106807 10




: A.  No. I did sugguest a possible reason for Staff’s decision to not use the CAPM.*
2 That is, the CAPM using the Staff inputs produce distortions in the results which
3 cannot pass the reasonableness test. This reason fits into Staff’s rather vague
4 explanation of why it did not consider its CAPM.
> Q. WHY DO YOU FIND STAFF’S EXPLANATION FOR NOT
6 CONSIDERING THE CAPM VAGUE?
L A.  For at least three reasons. First, Staff does not explain what it means by
8 “continuing divergence” from its DCF and does not explain the conditions under
? which its CAPM results are acceptable to Staff. Rejecting the CAPM at Staff’s
10 convenience seems to me to be a results oriented approach. Second, implied in the
& Staff explanation is the notion that its CAPM must produce results similar to its
12 DCEF results. Instead of examining the reasons and possible flaws in its CAPM
= approach (or even the DCF for that métter) and adjusting its approach, it simply
4 abandons its CAPM until such time as Staff deems its CAPM results to be
15 reasonable. Third, by using its DCF results as its “benchmark” and only using its
16 DCF model to base its recommendation in the instant case, Staff is suggesting the
17 only correct way to measure the cost of equity is with its DCF. Again, this seems
18 to me to be a results oriented approach. As Dr. Morin states,“when measuring
19 equity costs, which essentially deals with the measurement of investor
20 expectations, no single methodology provides a foolproof panacea.”*
21 Q. PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGE 7)
22 THAT MODIFYING YOUR CURRENT MARKET RISK PREMIUM
ij METHODOLOGY IS SELF-SERVING.
95 | ' BourassaRb.at18.
26 35 Roger A. Morin. New Regulatory Finance, Public Utility Reports, Inc., 2006. pp. 428-429.
0106807 11
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I have a three responses. First, 1 have modified my approach to estimating the cost
of equity over the years, many of which were compromises based upon the Staff
criticisms of my methods. Second, in the recently filed Quail Creek Water rate
case (Docket No. W-02514A-14-0343) I am recommending a current market risk
premium (“MRP”) method which is similar to the one I propose in this case. I
have done so because I believe it is superior to the method using price
appreciation.” That said, when I find better methods to estimate the cost of equity,
I use them. A perfect example has been my use of the build-up method in more
recent cases. Third, using the projected EPS and DPS growth is more consistent
with the underlying requirements of the DCF method used to compute the current
market risk premium (“MRP”).  After-all, Staff uses EPS and DPS growth in its
own DCF model. Third, Staff has historically used the spot 3-5 year price
appreciation for estimating the current MRP. Putting aside my concerns about the
volatility of this method,” based on the the recent Value Line Investment Survey
Summary and Index (October 24, 2014) Staff’s estimate of the current MRP would
be at least 8.88 percent, which is 55 basis points higher than my current MRP
estimate of 8.33 percent.”

MR. CASSIDY ASSERTS (ON PAGE 10) THAT THE CURRENT MARKET
RISK PREMIUM METHOD YOU EMPLOY IS NOT CONSISTENT WITH
DR. MORIN’S STUDY. PLEASE RESPOND.

3¢ Bourassa Rb. at 2.
37 Bourassa Dt. at 39.

38 Using median dividend yield of 2.2 percent, median price appreciation is 45 percent (annualized growth of 9.73
percent), and spot long-term U.S. Treasury rate of 3.05 percent, the DCF based estimate produces an expected market
return of 11.93%. Subtracting the spot long-term U.S. Treasury rate produces an 8.88 percent current market risk
premium (11.93-3.05%).

%9 See USLLC Rejoinder Schedule D-4.11.

12




A.  Mr. Cassidy mischaracterizes Dr. Morin text. In describing the study upon, which
Dr. Morin’s example is based, Dr. Morin does not stop at describing the expected
market return from the study as the sum of the spot dividend added to the average

diviendeds and earnings forecasts. Dr. Morin goes on to state®,

dividend yield (e¢.g. D,/Py) on the aggregate market was
3.3% and the projected growth for the Value Line
common stocks was in the range of 8.5% to 11.2%.
Adding these two components together produced an
expected return on the aggregate equity market in the
range of 11.8% to 14.5% with a mid-point of 13.2%.
Recognition of quarterly dividend payments, and an
10 expected dividend yield (e.g. D /Py rather than a spot
dividend pyield (e.g. DyPgy brought this estimate to
11 abount 13.6%....(emphasis added)

2

3

4

5

6 At the time, excluding high growth stocks, the expected
7

8

9

Mr. Cassidy’s selected quote gives one the impression that Dr. Morin only

13 described the approach -as using a spot dividend yield and is completely
4 misleading. Recognition of the expected dividend yield is embedded in the
15 standard DCF model (K = D,/P, + g) and Dr. Morin’'s statement above is entirely
16 consistent with it."' I would note that Dr. Morin also describes recognizing the
17 impact of quarterly dividends (time value of money on dividend payments) which
18 increased the expected aggregate market return. Dr. Morin discusses quarterly
19 dividends and the impact on the cost of equity at length in his textbook, New
20 Regulatory Finance.*

21

22

23

24 1 “ Morin, p. 166.
4 Morin, p. 254.
“2 Morin, p. 282 and pp. 343-349.
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Q. DOES YOUR METHOD REFLECT QUARTERLY DIVIDEND
PAYMENTS?

A. No. Had I done so, my current MRP would have been higher.

Q. DOES DR. MORIN RECOMMEND THE USE OF A SPOT LONG TERM
U.S. TREASURY YIELD IN THE CAPM AS MR. CASSIDY SUGGESTS
(ON PAGE 11)?

A.  No. Again, Mr. Cassidy mischaracterizes Dr. Morin’s text. The text Mr. Cassidy
cites says nothing about a spot yield, rather that yields on long-term U.S. Treasury
bonds should be used. This could be a spot yield or a forecast yield. That said, Dr.
Morin states®,

At the conceptual level, given that ratemaking is a
forward-looking process, interest rate forecasts are
prefereable. I\/Foreover, the conceptual models used in
the determination if the cost of equity, such as the
CAPM, are prospective in nature and require
expectational inputs.
I employ expected yields on long-term U.S. Treasuries rather than spot yields
which is entirely consistent with the quotation of Dr. Morin’s text by Mr. Cassidy
and Dr. Morin’s quotation above. Mr. Cassidy’s assertion that my historical
CAPM and my current MRP CAPM is overstated is unfounded.*
* Morin, p. 172.

4 Cassidy Sb. at 11.

14
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Q. DOES MR. CASSIDY DISPUTE THAT THE RELATIVE MEASURES OF
BUSINESS RISK (THE COEFFICENT OF VARIANCE OF EARNINGS
AND OPERATING LEVERAGE) ARE NOT VALID BUSINESS RISK
MEASURES?

A. No. And, despite this quantitative evidence, he does not believe USLLC is more
risky than the water proxy group as measured.” Mr. Cassidy simply dismisses the
evidence by making the statement that businesses in the same lines of business tend
to experience the same fluctuations in business cycles.” T take this to mean Mr.
Cassidy believes that an investment in Hyatt Worldwide Holdings has the same
business risk than a small mom and pop hotel in central Phoenix. This defies
common sense. That said, Mr. Cassidy goes on to state “as a regulated public
water utility one would expect USLLC’s exposure to business risk to be essentially
the same as that of regulated publicly-traded utilities”.*’ Putting aside my earlier
comment about common sense, 1 am sure Mr. Cassidy is well aware of the
financial difficulties encounted by the smaller utilities in Arizona. In fact, this
Commission has recognized the problems associated with small water utilities in
Arizona.*®

Q. DO SMALLER UTILITES TYPCALLY HAVE HIGHER RELATIVE
BUSINESS RISK AS REFLECTED IN THESE TWO MEASURES?

A. Yes. I began computing the co-efficent of variance of earnings and operating

leverage in the past few years for utilities who I assisted in filing rate cases.

“ Cassidy Sb. at 13 and 14. See also Bourassa Dt. at
% Cassidy Sb. at 15.

47 Cassidy Sb. at 15.

*8 Decision 62993, dated November 3, 2000.

15
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Consistently, the smaller firms have had higher business risk relative to the public
traded companies.”” Mr. Cassidy may disagree with how much more risky a
smaller utility is compared to the water proxy group, but he cannot say that smaller
utilities have the same business risk.

DOES THE FACT THAT UTILITIES ARE REGULATED ELIMINATE
SMALL FIRM RISK?

No. Utilities are granted an opportunity to earn a return. They are not guaranteed a
return. Smaller utilities are less likely to achieve their authorized return and miss
the mark by a greater degree than the larger publicly traded utilities. The higher
co-efficient of variance on earnings and operating leverage are, in part, a reflection
of that.

PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGES 13
AND 14) REGARDING THE STUDY PERFORMED BY MS. WONG?

Mr. Cassiy has not explained why Dr. Zepp’s criticisms regarding Ms. Wong’s
study are wrong, why Dr. Zepp’s study and his conclusions regarding smaller water
utilities are wrong, nor why the conclusions of the California Public Utilities
Commission regarding the higher risks of smaller utilities are wrong. Mr. Cassidy
simply dismisses all the evidence on small size and risk premiums by relying on

one single and obscure study by Ms. Wong.

g e.g. Las Quantas Serenas Water Company (ACC Docket No. W-01583A-13-0113); Quail Creek Water Company
(ACC Docket No. W-02514A-14-0343); Lago Del Oro Water Company (Docket No. W-01944A-13-0215); Payson
Water Company (ACC Docket No. W-03514A-13-0111); Libery Utilities (Pine Bluff Water), Inc. (Arkansas Public
Service Commission Docket No. 14-020-U); Alaska Power and Telephone (Regulatory Commission of Alaska
Docket No. U-14-002); and Municipal Light and Power (Regulatory Commission of Alaska Docket No. U-13-184).

16




! Q. DO YOU HAVE ADDITIONAL EVIDENCE THAT SMALLER UTILTIES
2 ARE MORE RISK THAN LARGER UTILITIES?
3 A.  Yes. Attached as Rejoinder Exhibit TIB-COC-RJ2 is an article by Micheal
4 Annin, “Equity and the Small-Stock Effect”, Financial News, Public Utilities
> Fortnightly, October 15, 1995. In a study prepared by Mr. Annin, he showed that
6 the smaller utilities had higher returns than larger utilities as estimated by the
7 CAPM. He also noted the CAPM’s inability to account for all the risks of stocks,
8 particularly for smaller firms. He found that adding a small company risk premium
? increased the traditional CAPM return by 400 basis points for smaller utilities.
10 Q. MR. CASSIDY NOTES THAT THE COMMISSION HAS NOT
a PREVIOUSLY ADOPTED A SMALL COMPANY RISK PREMIUM.
2 PLEASE COMMENT?
13 A. I have three comments. First, I am not sure that is necessarily true.  This
14 Commission has adopted equity returns for small utilities in the past which were
1> not specifically adjusted for financial risk even though there were large differences
e in capital structures between the utility and the water proxy group. In the instant
17 case, Staff states that it has not adjusted for financial risk even though it has a 100
18 percent equity capital structure and the water proxy group is approximately 48
9 percent debt and 52 percent equity because of USLLC’s lack of access to the
20 capital markets.®® By not reducing the cost of equity is, in essence, at least a
21 partial recognition of the additional risks of an investment in USLLC. Second,
22 whether the Commission calls it a small company risk premium or company
ii specific risk premium, the quantitative evidence discussed previously shows that
22 %0 See Direct Testimony of John A. Cassidy (“Cassidy Dt.”) at 27.
0106807 17
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USLLC is more risky relative to the publicly traded utilities and by a significant
amount. The Hope and Bluefield standards cannot be met without recognition of

this higher risk.

B. Response to RUCQ’s Surrebuttal Testimony
PLEASE COMMENT ON MR. MEASE’S TESTIMONY (ON PAGE 2)

THAT THE MARKET-TO-BOOK RATIO LESS THAN ONE IMPLIES
EXCESSIVE RETURNS AND A MARKET-TO-BOOK RATIO OF
GREATER THAN ONE UNDESTAES THE COST OF EQUITY IS A

MYTH?
As discussed earlier (at page 9) and demonstrated in Rejoinder Exhibit TJB-

COC-RJ1, the DCF method understates the fair return on book equity since it
produces a capitalization rate, if applied directly to book equity, and will produce a
market price equal to book value. Mr. Mease provides no authoritative or
theorectical support for his “belief” that this is a myth.

HAS MR. MEASE EXPLAINED WHAT A COMPOSITE MEDIAN IS AND
WHY HE CHOSE THE DCF COMPOSITE MEDIAN RESULT OVER THE
DCF MEAN OR THE DCF MEDIAN RESULT?

No. Mr. Mease explained how he computed the composite median of 8.7 percent,
but he has not explained what it represents or why he chose it over the other
composite median results in Surrebuttal Schedule RBM-3. He has also not
explained why he chose this particular composite median over the mean, median,
or even the composite means shown on his schedule.

DO YOU HAVE ANY RESPONSE TO MR. MEASE’S SURREBUTTAL
TESTIMONY REGARDING HIS CAPM?

18




: A. No. I have expressed my concerns over Mr. Mease’s inputs extensively in my
2 rebuttal testimony.” Mr. Mease has not provided anything new to support his
3 position(s).

4 Q. DO YOU HAVE ANY RESPONSE TO MR. MEASE’S SURREBUTTAL
> TESTIMONY REGARDING MS. WONG’S STUDY AND THE
6 COMMISSION’S REJECTION OF SMALL COMPANY RISK PREMIUMS
7 IN THE PAST?
8 A. My response would be similar to my earlier comments (at pages 15-18) regarding
? Ms. Wong'’s study, the higher business risk of USLLC compared to the publicly
10 traded utilities, and the Commission’s past decisions on small company risk
H premiums.

2 Q. DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST
= OF CAPITAL?

14 A.  Yes. Although my silence on other positions of the other parties in this case on cost
3 of capital that were not addressed in my rej oinder testimony does not constitute

16 agreement with them.

17

18

19

20

21

22

23

24

215 Bourassa Rb. at 24-31.

26
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Long-Term Debt

Stockholder's Equity

Totals

SUPPORTING SCHEDULES:
D1

D-3
04

Testimony

Utility Source, LLC Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule D-1
Summary of Cost of Capital Page 1
Witness: Bourassa
Consotidated Capital Structure
Actual Eng of Test Year Projected re
Percent Percent
Dollar of Cost Weighted Dollar of Cost  Weighted
Ameount Total Rate Cost Amount Total Rate  Cost
- 0.00%  0.00% 0.00% - 0.00% 0.00% 0.00%
3,722,209 100.00% 11.00% 11.00% 3,849,952 100.00% 11.00% 11.00%
3,722,209 100.00% 11.00% 3,649,952 100.00% 11.00%
= —— STy
AP SCH|




Utility Source, LLC Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule D-2
Cost of Long Term Debt Page 1

Witness: Bourassa

End of Test Year End of Projected Year
Line Amount Annual Interest Weighted Amount Annual Interest  Weighted
No. Description of Debt Quistanding  Interest  Rate Cost Ouistanding  Inferest  Rate Cost
1
2 - 0.000% 0.000% - 0.000% 0.000%
3 - 0.000% 0.000% - 0.000% 0.000%
4 - 0.000% 0.000% - 0.000% 0.000%
5 - 0.000% 0.000% - 0.000% 0.000%
6 - 0.000% 0.000% - 0.000% 0.000%
7 - 0.000% 0.000% - 0.000% 0.000%
8 - 0.000% 0.000% - 0.000% 0.000%
9 - 0.000% 0.000% - 0.000% 0.000%
10 - 0.000% 0.000% - 0.000% 0.000%
11
12
13 Totals $ - - 0.000% $ - - 0.000%
14
15
16 Supporting Schdules:
17 E-1
18 E-2
19
20
21
22
23
24
25
26
27
28
29
30




Utility Source, LLC Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule D-3
Cost of Preferred Stock Page 1
Witness: Bourassa

End of Test Year End of Projected Year

Description Shares Dividend Shares Dividend
of Issue Outstanding Amount Requirement Outstanding Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

z =
‘om\:mmawwaloa

21 SUPPORTING SCHEDULES: RECAP SCHEDULES:

22 E-1 D-1
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Utility Source, LLC
Test Year Ended December 31, 2012
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:
E-1
D-4.1to D-4.18

Exhibit

Rejoinder Schedule D-4
Page 1

Witness: Bourassa

11.00% .

RECAP SCHEDULES:
D-1
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Utility Source, LLC
Summary of Results

Method

DCF Constant Growth Estimates’
CAPM Estimates®

Build-up Method Estimates’

Mid-point

Recommended Cost of Equity*

1 See Rejoinder Schedule D-4-8
2 See Rejoinder Schedule D-4.12
3 See Rejoinder Schedule D-4.18
¢ Testimony

Exhibit
Rejoinder Schedule D-4.1
Witness: Bourassa

Median

8.0%
8.7%
11.6%

10.3%

11.0%
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Utility Source, LLC

Selected Characteristics of Sample Group of Water Utllities

% Water
Revenues
n 1

1. American States 71%
2. Aqua America 98%
3. California Water 100%
4. Connecticut Water 100%
5. Middiesex 88%
6. SJW Corp. 95%
Average 92%
100%

Utility Source, LLC
(Adjusted as of December 31, 2012)

'AUS Utility Reports (September 2014).

Operating
Revenues
lions)'

458.4
7709
587.0

84.9
115.1
27158

384.0

® P RN

0.3

Net
Plant

Exhibit

Rejoinder Schedule D-4.2
Wiiness: Bourassa

s&pP
Bond

Moody's
Bond

(millions)’ Rating' Rating’

$
$
$
$
$
$

988.7
42338
1,639.5

4838

451.4

915.0

14354

4.0

A+
AA-
AA-
AlA-

A
A

NR

A2
NR
NR
NR
NR
NR

NR

Allowed
ROE (%)

9.99
10.29
9.99
8.75
10.16
9.99

10.03

Book
ROE (%)

12.30
14.60
7.90
11.10
8.90
6.70

10.26
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Utility Source, LLC
Capitat Structures

Company

. American States

Aqua America

. California Water
. Connecticut Water

Middlesex
SJW Corp.

Average
Utility Source, LLC
{Actual December 31, 2012)

! Value Line Anslyzer Data (September 28, 2014)
2 Adjusted Per Rej Schedule D-1

Book Value'
Long-Term Common
Debt Eaui
39.8% 60.2%
48.9% 51.1%
41.6% 58.4%
47.0% 5£3.0%
40.7% 59.3%
51.0% 49.0%
44.8% §5.2%
0.0% 100.0%

Exhibit

Rejoinder Schedule D-4.3

Witness: Bourassa

Market Vaive'
Long-Term Common
Debl Eaquity
21.5% 78.5%
25.9% 74.1%
28.0% 72.0%
32.7% 67.3%
29.0% 71.0%
38.1% 61.9%
29.2% 70.8%
N/A N/A
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[l
Company Price’
. American States 16.07%
Aqua America 11.70%
California Water 4.27%
Connecticut Water 12.77%
Middiesex 8.36%
SJW Corp. 4.24%

GROUP AVERAGE 9.57%
GROUP MEDIAN 10.03%

Utility Source, LLC
Comparisons of Past and Future E stimates of Growth

5.08%
5.25%

Eps®
13.00%
11.00%
4.00%
8.00%
1.50%
0.50%

6.33%
6.00%

[4]

ppg?
6.50%
7.00%
1.50%
2.00%
1.50%
3.50%

3.67%
2.75%

(5]

Average
Col 1-4
10.52%
8.92%
3.57%
7.69%
3.59%
2.69%

6.16%
5.64%

Exhibit
Rejoinder Schedule D-4.4
Witness: Bourassa

[6] m
Average of
Future and
Averag Histori
Future Growth
Growth? Col 56
2.67% 6.59%
6.00% 7.46%
6.50% 5.03%
5.00% 6.35%
3.60% 3.60%
10.50% 6.59%
§.71% 6.94%
5.50% 6.47%

! Average of changes in annual stock prices ending on December 31 through 2012. Data from Yahoo Finance website.
2 value Line Analyzer Data, September 28, 2014
3 See Rejoinder Schedule D-4.6.
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Utility Source, LLC

Comparisons of Past and Future Estimates of Growth

11

2

13

14]

Ten-year historical average annual changes

1

Company Price
. American States 12.91%
. Aqua America 10.31%
. California Water 10.19%
. Connecticut Water 6.58%
. Middlesex 4.38%
. SJW Corp. 12.91%

GROUP AVERAGE 9.54% -

GROUP MEDIAN 10.25%

Book

Value?
5.00%
8.50%
5.00%
4.00%
4.50%
5.50%

5.42%
5.00%

Eps?
8.50%
7.00%
4.00%
0.50%
3.50%
4.00%

4.25%
4.00%

ppg?
3.00%
7.50%
1.00%
1.50%
1.50%
5.00%

3.25%
2.25%

15)

Average
Col1-4
6.85%
8.33%
5.05%
3.14%
3.4T%
6.85%

5.62%
5.95%

(6]

Average
Future
Growth®
2.67%
6.00%
6.50%
5.00%
3.60%
10.50%

5.71%
5.50%

* Average of changes in annual stock prices ending December 31, 2013, Data from Yahoo Finance website.
2 Value Line Analyzer Data, September 28, 2014.

3 See Rejoinder Schedule D-4.6.

Exhibit
Rejoinder Schedule D4.5
Witness: Bourassa

Y
Average of
Future and

Historical
Growth
56
4.76%
7.16%
5.77%
4.07%
3.53%
8.68%

5.66%
§.27%
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Analysts Forecasts of Earnings Per Share Growth

DN

Utility Source, LLC

o}

2

Exhibit

Rejoinder Schedule D-4.6
Witness: Bourassa

3

[4)

ESTIMATES OF EARNINGS GROWTH  Average

Company
American States
Aqua America
California Water
Connecticut Water
Middlesex

SJW Corp.

GROUP AVERAGE
GROUP MEDIAN

' Data as of October 2, 2014
2 Data as of September 28, 2014,

2 Where no data availabie or single estimate, average of other utilities assumed to estimate for

Yahoo!
1.00%
4.00%
6.00%
5.00%
2.70%
14.00%

5.45%

Zacks'
1.00%
5.50%
6.00%
5.00%

4.38%

Value
Ling?
6.00%
8.50%
7.50%
5.00%
4.50%
7.00%

6.42%

Growth (G)
(Cols 1-3)°
2.67%
6.00%
6.50%
5.00%
3.60%
10.50%

5.71%
5.50%

Aulllily.
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Utility Source, LL.C
Current Dividend Yields for Water Utility Sample Group

Average

Stock
Company Price (Po)'
American States $ 3120
Aqua America $ 2424
Callifornia Water $ 23.41
Connecticut Water $ 3248
Middlesex $ 2024
SJW Comp. $ 26.85
Average
Median

$

“P PP NN

Current

Dividend (Dg)'

0.87
0.66
0.66
1.03
0.77
0.76

! Yahoo Finance. 60 day aversge of slock prices as of October 2, 2014,
2AverawAnmdl" idend is dividends declared per share for a year diviied by the average annual price of the stock in the same year,

expressed as a percartage. For comparison purposes only.

Current
Dividend
Yield (Dy/Py)!
2.79%
2.72%
2.82%
3.17%
3.80%
2.83%

3.02%
2.83%

Average

Dividend

Yiel

Annual

(]
3.15%
2.80%
3.36%
3.62%
3.96%
2.95%

3.31%
3.26%

12

Exhibit
Rejoinder Schedule D-4.7
Witness: Bourassa
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Utility Source, LLC
Discounted Cash Flow Analysis
DCF Constant Growth

M
Dividend
Yield (D/Py)'
DCF - Past and Future Growth 3.02%

DCF - Future Growth 3.02%

Average 3.02%

Median 3.02%

12}

Expected
Dividend
Yield (D./P,)’
3.20%

3.20%

3.20%

3.20%

1 Spot Dividend Yield = DO/PO. See Rejoinder Schedule D-4.7.

? Expected Dividend Yield = D,/P, = Dy/P, * {14g).

3 Growth rate (g). Average of Past and Future Growth. See Rejoinder Schedule D-4.4, column 7
Schedule D-4.6.

13}

Growth (q)
5.94%

8.71%

5.82%

5.82%

4 Growth rate (g). Average of Analyst Esti Future G

vth, See Rejoind

Exhibit
Rejoinder Schedule D-4.8
Withess: Bourassa

14)
indicated
Cost of

Equity
k=DivYid +g
{Cois 2+3)
9.1%

8.9%

9.0%

9.0%




Utility Source, LLC Exhibit
Market Betas Rejoinder Schedule D-4.9
Witness: Bourassa

Line
No,
1 Company Beta ()’
2 1. American States 0.70
3 2. Aqua America 0.70
4 3. California Water 0.70
5 4. Connecticut Water 0.65
6 5. Middlesex 0.70
7 6. SJW Corp. 0.85
8
9 Average 0.72
10
1
12
13 ! Value Line investment Analyzer ddta (Aug 5, 2013)
14 Note: Beta is a relative measure of the historical sensitivity of a stock’s price 1o overal fluctuations
15 in the New York Stock Exchange Composite Index A Beta of 1.50 indicates a stock tends to rise
16 {or fail) 50% more :haq the New York Stock Em Conposite Index The “Beta eoemuenl’ is
derived from a regression analysis of the relationship between weekly percent-age changes in the
7 price of a stock and weekly percentage changes in the NYSE Index over a period of fiva years. In
18 the case of shorter price histories, a smaller time period is USed, but two years is the minimum.
19 The Betas are adjusted for their long-lerm tendency to converge toward 1.00.
20
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Utility Source, LLC
Forecasts of Long-Term Interest Rates

Average
Description Aug-14 2015 2016
Blue Chip Consensus Forecasts' . 320%'  410% 2 470%
Value Line? 320% '  3.90% 1 4.40%

Average

! Federal Reserve Monthly Average 30 Year U.S. Treasury
2 June 2014and September 2014 Blue Chip Financial Forecasts consensus long-term forecast of 30 Year U.S. Treasury
? Value Line Quarterl forecast, daled August 22, 2014, Lang-term Treasuy

2

3

Exhibit
Rejoinder Schedule D-4.10
Witness: Bourassa

Average
4.40%
4.20%

4.30%
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Dividend
ont Yield (DJP5)!
Feb 2.01%
Mar 2.01%
Aprit 1.98%
May 201%
June 2.14%
July 2.02%
Aug 2.14%
Sept 2.10%
Oct 2.00%
Nov 1.98%
Dec 2013 1.93%
Jan 2014 2.01%
Feb 2.01%
Mar 201%
Apr 1.98%
May 2.01%
June 1.98%
July 2.05%
Aug 2.01%
Recommended 2.01%
hor-term ds
Recent Twelve Months Avg 2.01%
Recent Nine Months Avg 2.00%
Recent Six Months Avg 2.01%
Recent Three Months Avg 2.01%

Utllity Source, LLC

Computation of Current Market Risk Premium

Expected
Dividend

Vield Q/R,Y + Growth (g

2.21%
2.20%
2.16%
2.20%
2.34%
2.21%
2.34%
2.30%
2.19%
2.18%
211%
2.21%
2.20%
2.20%
2.16%
2.20%
2.16%
2.24%
2.20%

2.20%

2.20%
2.19%
2.19%
2.20%

+

L R R e

+

* ¥ 4+

9.83%
9.83%
9.33%
9.50%
9.50%
9.50%
9.50%
9.50%
9.50%
9.50%
9.50%
9.83%
9.50%
9.50%
9.50%
9.42%
9.33%
9.50%
9.50%

9.44%

9.51%
9.51%
9.46%
9.44%

L

oo oa o

Expected
Market
Retumn (k)
12.04%
12.04%
11.49%
11.70%
11.84%
1.71%
11.84%
11.80%
11.68%
11.68%
11.61%
12.04%
11.70%
11.70%
11.66%
11.62%
11.50%
11.74%
11.70%

11.65%

11.70%
11.70%
11.65%
11.65%

Monthly Average
30 Year
Treasury Rate*
3.17%
3.16%
2.93%
3.11%
3.40%
3.61%
3.76%
3.79%
3.68%
3.80%
3.89%
3.77%
3.66%
3.62%
3.52%
3.39%
3.42%
3.33%
3.20%

3.32%

3.59%
3.53%
3.41%
3.32%

Exhibit
Rejoinder Schedule D4.11
Wiiness: Bourassa

Market
Risk
Premium (MRP)
8.87%
8.88%
8.56%
8.58%
8.44%
8.10%
8.08%
8.01%
8.01%
7.88%
1.72%
8.27%
8.04%
8.08%
8.14%
8.23%
8.08%
8.41%
8.50%

8.33%

8.11%
8.16%
8.24%
8.33%

Notes:
' Median Dividend Yield (Dy/P,) of dividend paying stocks. Data from Value Line Investment Analyzer Software Data (monthly) - Value Line 1700 Stocks

2 Expected Dividend Yield (D,/P,) eq

* Median of Projected EPS, Projected DPS Growih and Projected BV Growth for VL 1700 stocks, Data from Value Line |

average

“ Monthly average 30 year U.S. Treasury. Federal Reserve.

d yield (Do/Po) times one plus growth rate(g).
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Utility Source, LLC
Traditional Capital Asset Pricing Model (CAPM)

Exhibit
Rejoinder Schedule D-4.12
Witness: Bourassa

Rf' + bete* x  RP, + = K

Historical Market Risk Premium CAPM 4.30% + 0.72 x B70% ® + = 9.1%
Current Market Risk Premium CAPM 4.30% + 0.72 X 833% * + = 10.3%
Average 8.7%
8.7%

Median

1 Forecasts of long-lerm tressury yieids. Ses Rejoinder Schedule D-4.10.
2 Value Line Ivestment Anslyze data. See Rejoinder Schedule 0-4.9.

3 Historical Market Risk Premium from (Rp) MorningStar SBBI 2014 Classic Yearbook Table 11-5 Lang-Horzon ERP 1926-2013.

“ Computed using DCF conslant growth method to determine current market return onValue Line 1700 siocks
and CAPM with betaof 1.0 1o compute Current Market Risk Premium (Rp). See Rejoinder Schedule D-4.11.




Utility Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD

Based on Duff and Phelps Risk Premium Study Data
Exhibit

Rejoinder Schedule D-4.13
Witness: Bourassa
Measures of size

{Millions)
MV Book S YrAvg. Totat SYrAvg.

1 American States AWR $ 1191 § 482 § 1517 § 45 $ 1,281 § 141
2 Aqua America WTR 3 4,195 § 153 § 56083 § 155 § 4859 § 430
3 California Water cwWT $ 1098 § 508 § 1522 § 42 s 1.986 §$ 146
4 Connecticut Water . " cTws - B9 § 197 § 534 § 3 3 579 § 28
5 Middlesex MSEX $ 317§ 189 § 4“47 S M4 $ 562 § 39
6 SJW Corp. saw $ 544 8 322§ 8718 § 21 8 1087 § 87

Utitity Source, tLLC Proforma NA $ 3.7 NA $ 02 s 11 8 0.4

' From Zacks investment Research data

? From Zacks Investment Research. From E-1 for subject utilfty.

3 Net Income. From Zacks 't R and C y ACC reports

Net Income Dat millions

Company Sympol 2013 012 201 2010 2000 Aversge

American States AWR $ 627 § 540 § 459 § 332 8 285 § 45.1

Aqua America WTR $ 2050 § 1970 § 1431 § 1240 § 1044 § 154.7

California Waiter owr $ 473 § 490 § 377 § 377§ 4086 § 424

Connecticut Water CTws H 183 § 140 $ 113 § o8 $ 102 $ 12.7

Middlesex . MSEX $ 166 § 140 § 134 8 143 § 100 § 137

SJw Comp. SIw $ 235 § 20 % 09 8 244§ 152 § 21.2

Wlility Source, LLC 0.15) (0.13) (0.19) {0.19) (0.18) § 0.2)

Net income data for publicly traded water utilitias from Zacks Investment Research and/or Yahoo Finance

* Earmings before Interast, Taxes, Depreciation and Amortization (EBITDA). From Zacks k R ch and Company ACC reports.

EBITDA Daf i

Company Svingol 20 2012 2011 210 2009

American States AWR $ 18610 § 1540 § 1333 § 1344 § 1226 § 1441

Aqua America WITR $ 4243 §$ 4390 $§ 3978 $ 4732 § 152 § 4299

California Water CwrT $ 1550 § 1510 $§ 1433 § 1557 § 1255 $ 146.1

Connecticut Water CTws $ 4234 3 300 $ 242§ 25 § 203 $ 281

Middiesex MSEX $ 21 $ 390 § 346 § 4433 $ 408 § 387

SJwW Corp. Suw $ a4 s 900 § 871 § 754 § 905 § 87.5

Utility Source, LI.C H ©0) $ 00 $ (0.0) (0.01) 0.02 0.42

EBITDA data for publicly traded water utilities from Zacks Investment Research and/or Yahoo Finance
EBITDA data for subject utility from E-¥ and/or ACC reports




Utility Sowrce, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff end Phelps Risk Premium Study Data
Exhibit
MRP,,., Estimates Using Ouff & Phelps 2014 } data { /] Rejoinder Schedule D-4.14
Assumes 100% Equity and 0% debt ‘Witness: Bourassa
Data S ing with Regression Analysi
d (RP pyes) = C +XC * Log(Ry Metric)
RP vetevered ™ RPievrred - WolWe' Byl RP uant
Where B, = uniavered portfolio bata
B¢ = dabt beta, assumed to be 0.1
Wy = parcentaga of debt in capital structure
W, * percentage of equity in capital structure
RPipeed * I0vered reslized risk premium MV Book $ YrAvg. Total 5YrAvg.
Equity Equity MVIC  Netincome  Assets EBTDA
{Iabie C-2) (Table C4) (Taple C-3) {TableC-5) (TableC-6)
Constant 19.089% 18.048% 19.463% 13.763% 18.027% 15.308%
X Coefficient(s) -3.233% -2.501% -3.243%  -2.623% -2.851% -2.736%
MRP,,, (unievered)
MV Book 5Yr Avg. Yotal 5Yr Avg.
Company Symbol Equity Equity Mvic Assots I Average
1 American States AWR 8.14% 8.07% 9.15% 9.43% 9.17% 9.43% 9.23%
2 Aqua Amaerica WTR 7.38% 7.79% 7.29% 8.02% 7.52% 8.10% 7.68%
3 California Water cwT 9.26% 8.85% 9.14% 8.49% 8.62% 9.38% 8.13%
4 Connecticut Water CTWs 10.83% 10.10% 10.62% 10.87% 10.15% 11.36% 10.85%
S Middiesex MSEX 11.00% 10.15% 10.87% 10.78% 10.19% 10.96% 10.66%
6 SUW Corp. Saw 10.24% 9.55% 9.92% 10.28% 2.37% 10.00% 9.89%
Average (unlevered) 9.64% 8.25% 9.50% 9.81% 8.17% 9.87% 9.54%
Utility Source, LLC NA 14.57% NA NMF 15.04% 18.34% 15.32%




Utility Source, LLC
COSTY OF EQUITY (COE} USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Pramium Study Dats

Exhibit
Unleversd Portfilio Beta Rejoinder Schedule D-4.15
{from 2014 Duff & Phelps Valuation Handbook - Table C) Witness: Bourassa
Unlevered Portfolio Beta (B.)
Company Svmbol OabteC-1) (TableC-2) (TableC-9) (TableC-3) (JableC-5) (TableC6)  Average
1 American States AWR 0.94 0.96 0.95 0.85 0.67 0.95 0.95
2 Aqua America WIR 0.87 0.89 0.86 0.88 083 0.8 0.86
3 California Water CWT 0.98 0.96 0.95 095 0.94 0.96 0.96
4 Connecticut Water CTWS 0.98 0.98 0.97 0.97 0.99 1.03 0.88
5 Middlesex MSEX 0.96 1.00 0.98 0.87 089 0.99 0.88
6 SJW Comp. sIw 098 0.08 0.8 0.29 0.97 0.85 0.98
Average 0.95 0.96 0.95 0.95 0.85 0.05 0.85
Utility Source, LLC NA 0.98 NA 1.01 1.05 1.03 1.02




Utility Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Ouff and Pheips Risk Premium Study Data

Exhibit
MRP Estimates Using Duff & Phelps 2014 ion Handb data { Rejoinder Schedule D-4.16
R ized Risk Premi Witness: Bourassa
RPgeversa ® RPunseveres + WoW, (BB RP
Where B, = unlevered portfolio beta
Pa = debt beta, assumed to be 0.1
W, = percentage of debt in capital structure
W, = percentage of equity in capital structure
RP yrtevered ™ d risk pr from Table 2
RP, et ™ GENIETal @Quity risk premium for the market since 1963,
MRP,,., (Relevered)
MV Book 5YrAvg. Total 5YrAvg.
Company Swmbol  WAW, Equity Eauity MVIC  Netincome  Assals EBITDA Averege
1 American States AWR 27.4% 10.27% 10.22% 10.29% 10.57% 10.33% 10.57% 10.37%
2 Aqua America WTR 35.0% 8.70% 9.15% 8.60% 8.38% 8.77% 9.34% 8.98%
3 California Water owt 38.9% 10.94% 10.49% 10.78% "M% 10.22% 11.02% 10.78%
4 Connecticut Water CTWS 48.7% 12.88% 12.20% 12.69% 12.94% 12.27% 13.56% 12.76%
§ Middlesex MSEX 40.9% 12.72% 11.95% 12.83% 12.53% 11.97% 12.75% 12.42%
6 SJW Corp. sJw 61.5% 12.90% 12.20% 12.57% 12.97% 11.89% 12.56% 12.53%
Average MRP (Relevered) 42.08% 11.40% 11.04% 11.26% 11.56% 10.83% 11.83% 1.31%
Utitity Source, LLC ! 0.00% NA 14.57% NA NMF 15.04% 16.34% 15.32%




Uthity Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Premium Study Data

ity Risk Premium A ent and 3 B M

[1) Estimate of Currant Market Risk Premium (RP et

[2) Risk Premium Assumed in Duff & Phelps Study (1963-2013)"

[3} Equsty Risk Premium Adjustment ({1} - [2))

[4] Average MRP (relevered) for publicly traded water companies (from Rejo 0-4.16)
[5) MRP (relevered) for publicly traded water companies (RP,.,} ([3] + {4])

{6] Equity Risk Premium Adjustment (3))
(7] Average MRP {relevered) for subject ulility company (from Table D-4.16)
{8) MRP {reievered) for subject utiity company (RP .} (16] + [7])

[9) Industry Risk Premium (From Duff & Pheips for SIC 494 Waler Supply Industry Exhibit 5-7)
110) Adjustment Factor to industry Risk Premium ({2) / 6.96%'}
111] Adjusted Industry Risk Premium (Ry} ([8] x [10])

{12] Risk Free Rate (R

! From Duff & Phelps 2014 Valuation Handbook.
2 Yield on 20 Yr U.S. Treasury September 30, 2014 (Federal Reserve)

Exhibit
Rejoinder Schedule D-4.17
Witness: Bourassa

5,00% <<<<Current Duft snd Pheips recommendation




Utility Source, LLC
COST OF EQUITY (COE) USING RISK PREMIUM BUILD-UP METHOD
Based on Duff and Phelps Risk Premium Study Data
Exhibit

Cost of Equity (COE) Estimate ysing Bulld-up Method Rejoinder Schedule D-4.18

Witness: Bourassa
E{R) =R, + RP,., + RP, +RP,

Where:
E(R)) = Expected (indicated) rate of retum Sample
Rf = Risk-free rate of return. See Rajoinder Schedule D-4.17. Publicly Traded
RPm+s = Market risk premi ing size p See S D-4.16. Water
RPi = Industry risk p (adj ). See S D-4-17. Utilities  Ltitity Source, LIC
RP, = Company ific risk premi R = 2.98% 2.98%
RPp., = See Sched. D-4.16
RP,= -3.05% -3.05%
RP, = 0.00% 0.00%
) COE E(R)
MV Book 5 YrAvg. Total S Yr Avg.
Comoany Symbol Equily Eauity MVIC  Netincome  Assets EBITDA Average
1 American States AWR 10.30% 10.26% 10.32% 10.60% 10.37% 10.80% 10.41%
2 Aqua America WTR 8.73% 9.18% 8.83% 0.38% 8.80% 9.37% 9.02%
3 California Water cwT 10.87% 10.52% 10.80% 11.15% 10.25% 11.06% 10.78%
4 Connecticut Water cTWS 12.91% 12.23% 12.73% 12.88% 12.31% 13.60% 12.79%
§ Middiesex MSEX 12.76% 11.88% 12.66% 12.56% 12.00% 12.78% 12.48%
6 SUW Com. sSuw 12.93% 12.24% 12.60% 13.00% 12.03% 12.58% 12.57%
Average COE estimate 11.44% 11.07% 11.29% 11.81% 10.96% 11.67% 11.34%
Median COE Estimate 1.87% 11.25% 11.70% 11.85% 11.18% 11.83% 11.63%
Ulility Source, LLC NA 14.80% NA NMF 15.08% 18.37% 15.35%
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New Regulatory Finance

TABLE 15-1

EFFECT OF MARKET-TO-BOOK RATIO ON MARKET RETURN

" Situation 1 Situation2  Situation 3

1 Initial purchase price $25.00 $50.00 $100.00
2 Initial book value $50.00 $50.00 $50.00
3 Initial M/B 0.50 1.00 2,00
4 DCF Return 10% = 5% + 5% 10.00% 10.00% 10.00%
5 Dollar Retumn $5.00 $5.00 $5.00
6 Dollar Dividends 5% Yieid $1.25 $2.50 $5.00
7 Dollar Growth 5% Growth $3.75 $2.50 $0.00
8 Market Return 20.00% 10.00% 5.00%

But what if investors expect an increase in the price/earings ratio from 12.5
to 13.5? Then, the growth in value is from $100 to $114.48, or 13.5 times
next year’s earnings of $8.48, for a total return of 18.5% (dividend yield of
4%, plus growth in value of 14.5%). The orthodox DCF model would indicate
returns of 10%, whereas the investors’ true expected return is 18.5%. Investor-
expected returns are substantially understated whenever investors anticipate
increases in relative market valuation, and conversely.

The third and perhaps most important reason for caution and skepticism is
that application of the DCF model produces estimates of common equity cost
that are consistent with investors’ expected return only when stock price and
book value are reasonably similar, that is, when the M/B is close to unity.
As shown below, application of the standard DCF model to utility stocks
understates the investor’s expected return when the market-to-book (M/B)
ratio-of a given stock exceeds unity. This was particularly relevant in the
capital market environment of the 1950s and 2000s where utility stocks were
trading at M/B ratios well above unity and have been for nearly two decades.
The converse is also true, that is, the DCF model overstates the investor’s
rewwrn when the stock’s M/B ratio is less than unity. The reason for the
distortion is that the DCF market retum is applied to a book value rate base
by the regulator, that is, a utility’s earnings are limited to earnings on a book
value rate base.

The simple numerical illustration shown in Table 15-1 demonstrates the impact
of M/B ratios on the DCF market return. The example shows the result of
applying a market value cost rate to book value rate base under three different
M/B scenarios. The three columns correspond to three M/B situations: the
stock trades below, equal to, and above book value, respectively. The latter
situation is noteworthy and representative of the capital market environment
of the last two decades. As shown in the third column, the DCF cost rate of
10%, made up of a 5% dividend yield and a 5% growth rate, is applied to
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Equit{/land the small-stock effect

Annin, Michael

Public Utilities Fortnightly; Oct 15, 1995; 133, 19; ABVINFORM Global
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Equity and the Small-Stock Effect

The capital
asset pricing
model shows
risk inherent

in return on

equity. But
something
goes wrong
when it’s
used for
small-sized

companies.

42

oes the size of a company affect
the rate of return it should earn?

companies. Investors must search more
diligently for data. For small utilities, in-

If smaller companies should earn vestors face additional obstacles, such as a
a higher return than larger firms, smaller customer base, limited financial
then small utilities, because of resources, and a lack of diversification
their size, should be allowed to adjust the across customers, energy sources, and ge-
rates they charge to customers. ography. These obstacles imply a higher
By far the most notable and well- investor return.

documented apparent anomaly in the
stock market is the effect of company size
on equity returns. The first study focusing
on the impact that company size exerts on
security returns was performed by Rolf
W. Banz. Banz sorted New York Stock Ex-
change (NYSE) stocks into quintiles based
on their market capitalization (price per
share times number of shares outstand-
ing), and calculated total returns for a
value-weighted portfolio of the stocks in

The Flaw in CAPM

One of the more common cost of eg-
uity models used in practice today is the
capital asset pricing model (CAPM). The
CAPM describes the expected return on
any company’s stock as proportional to
the amount of systematic risk an investor
assumes. The traditional CAPM formula
can be stated as:

R, = [B xRP] + K,

each quintile. His results indicate that re- where:
turns for companies from the smallest R, = expected return or cost of
quintile surpassed all other quintiles, as equity on the stock of
well as the Standard & Poor’s 500 and company “s”
other large stock indices. A number of B = the beta of the stock of
other researchers have replicated Banz’s company “s”
work in other countries; nevertheless, a RP = the expected equity risk
consensus has not yet been formed on premium
why small stocks behave as they do. = expected return on a riskless
One explanation for the higher re- asset.
turns is the lack of information on small
Table 1: The Size Premium in CAPM
(8y Beclie Pertielis in NYSE, 1526-94)
Afthmetic  Actisal Retumn CAPM Retuxn Size Premium
Mean i Excess of In Excess of (Roturn in
Declle ] Retum Risidess Rate** Risidess Rats** Excess CAPM)
1 0.90 11.01% 5.88% 6.33% -044%
2 1.04 13.09 197 734 0.63
3 1.09 13.83 8.7t 770 1.01
4 1.13 4.4 9.32 7.8 133
5 1.7 15.50 10.38 822 216
6 119 15.45 1033 838 1.95
7 1.4 15.92 10.79 8.75 205
8 129 16.84 11.72 9.05 267
9 1.36 1783 1271 .57 3
10 147 21.98 16.86 10.33 6.53
TBecas e eilifated o Morily FEAITS I ©0ass of 110 20-yenr governont bund incoaw e, Jasuary 1928-December 1904

**Histrical rioldess rata measurad by the 60-yeer arfhumelic mesn ncome return.component of 20-yesr govermmant bonds.
Source; SBBS 1965 Yawbaok

Puawuc Unurnes Formmenny, October 15, 1995

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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Table 2: CAPM vs. CAPM w/ Size Pronsium

(By Percentiis tor Electric, Ges, and Sunitery Sarvices Silitles)
CAPM with
90th Percentile 16.42% 18.92%
75th Percentile 12.56% 14.72%
Median 10.89% . 12.58%
25th Percentlle 986% - 11.3%
10th Percentile 863% = 10.65%
(Weighted by Warket Coplinlizaien) .
CAPM with
CAPM Skze Premium
Industry Composite 11.76% 12.33%
Large Gompany ‘
Composite 12.05% 12.07%
Small Company
Composite 13.93% 17.95%

Source: Cost of Capital Quartery ‘95 Yewbook by tboizan Associstes

Note: Public utiiles inckue electric, gas, and sankary Swvices Companles:

Table 1 shows beta and risk premiuriis gver the
past 69 years for each decile of the NYSE. It shows
that a hypothetical tisk premium calculated under
the CAPM fails to match the actual risk premium,
shown by actual market returns. The shortfall i the
CAPM return rises as company size decreases, sug-
gesting a nieed ta revise the CAPM.

The risk premium component in the actual re-
turns (realized equity risk premiiumy) is the teturn
that compensates investors for taking on risk equal to
the risk of the market as a whole (estimated by the
69-year arithmetic mean return on large company
stocks, 12.2 percent, less the historical riskless rate).
The risk premium in the CAPM returns is beta multi-
plied by the realized equity risk premium.

The smaller deciles show returns not fully ex-
plainable by the CAPM. the difference in risk premi-
ums (realized versus CAPM) grows larger as one
moves from the largest companies in decile 1 to the
smallest in decile 10. The difference is.especially pro-
nounced for deciles 9 and 10, which contain the
smallest companies.

Pususc Unumies FormmienTy, October 15, 1995

Based on this anialysis, we modify the CAPM
formula to include a small-stock-premium. The
modified CAPM formula.can be stated as follows:

R, =[f,xRP) + R+ SP
where:

SP = small-stock premium.

Because the small-stock premium can be identi-
fied by compaiiy size, the appropriate premium to
add for any particular company will depend on its
equity capitalization. For instance, a utility with a
market capitalization of $1 billion would require a
small capitalization adjustment of approximately 1.3
percent over the traditional CAPM; at $400 million,
approximately 2.1 percent, and at only $100 million,
approximately 4 percent.

Again, these additions to the traditional CAPM
represent an adjustment over and above any in-
crease already provided to these smaller companies.
by having higher betas.

Implications for Simalier Utilities

These findings carry important ramifications for
relatively small public utilities. Boosting the tradi-
tional CAPM return by a full 400 basis poinits for
small ufilities translates into a substantial premium
over larger utilities.

Table 2 shows the results of an amalysis of 202
utility companies that calculated cost of equity
figures. Composites (arithmetic means) weighted by
equity capitalization were also calculated for the

largest:and smiallest 20 companies. The results show

the impact size hason cost of equity.

For the traditional CAPM, the large-compatty
composite shows a cost of equity of 12.05 percent;
the small company composite, 13.93 percent. How-
ever, once the respective small capitalization pre-
mium is added in, the spread increases dramatically,
to 12.07 and 17.95 percent, respectively. Clearly, the
smaller the utility (in terms of equity capitalization),
the larger the impact that size exerts on the expected
return of that security. W

Michael Annin, CFA, is a senior constiltant with Ibbotson
Associates, specializing in business valuation and cost of

capital analysis. He oversees the Cost of Capital Quar-

terly, a reference work on using.cost of capital for company
valuations.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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Steve Wene, No. 019630

MOYES SELLERS & HENDRICKS LTD.
1850 N. Central Avenue, Suite 1100
Phoenix, Arizona 85004

(602)-604-2189

swene@law-msh.com

Attorneys for Utility Source, L.L.C.

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

BOB STUMP, CHAIRMAN
GARY PIERCE

BOB BURNS

SUSAN BITTER SMITH
BRENDA BURNS

IN THE MATTER OF THE APPLICATION
OF UTILITY SOURCE, LLC, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN
ITS WATER AND WASTEWATER RATES
AND CHARGES FOR UTILITY SERVICE
BASED THEREON.

Yes.

> e >0 > 0o >R

1

DOCKET NO: WS-04235A-13-0331

REJOINDER TESTIMONY
OF LONNIE McCLEVE

Please state your name and your role in this matter.
Lonnie McCleve. I am an owner of Utility Source, LLC (“Company™).

Have you filed testimony in this case previously?

Has your testimony changed significantly?
No, and I adopt my earlier testimony herein.
What is the purpose of your rejoinder testimony?

I am commenting on the non-financial issues raised by Staff and the intervenors in
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their surrebuttal testimony.

Q.  Please comment on the surrebuttal testimony of Staff’s engineer regarding
the enclosure around Well 2 and install a functioning gate.

A. We seem to agree that the Company should be able to construct a cost-effective
enclosure, whether that is a fence or a wall, provided it meets all of the regulatory
requirements. Knowing that permitting may be required, which often takes quite some
time for approval, the Company believes the deadline for filing proof of construction
should be at least 120 days.

Q. Does the Company agree with Staff’s recommendation regarding BMPs?

A. No. The Company maintains its position on BMPs.

Q. Regarding Deep Well 4, does the Company agree with this recommendation?

A.  Insurrebuttal, Staff explained that it wants the Commission to prohibit Utility
Source from selling the well at a profit and then requiring a developer to drill another
well. There is no basis for this concern. Again, the Company has no intention of selling
Deep Well 4. This well was drilled to serve Flagstaff Meadows III. The Company hopes
that development occurs and Deep Well 4 is needed to meet the increased water demand.
Q.  Does the Company agree with Staff’s position in surrebuttal regarding a
developer paying for a new well?

A. I believe so. Staff’s surrebuttal essentially states that the Company can require a
developer to pay for the construction of a new well if another well is reasonably
necessary to meet water demand. This is consistent with the Company’s position.

Q. Does the Company agree with Staff’s position in surrebuttal regarding fire
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protection and water pressure?

A.  No. Staff wants an engineering report on fire flow pressure during high water
demand events, including the demand of the standpipe. Staff bases this recommendation
on the fact that between 2011 and 2013, there were a few instances when pressure was
not sufficient for fire flow. But the mechanical repairs to the pressure pump have been
made, which was confirmed by the local fire chief. Admittedly, when a power outage
occurs, the pressure pump will not work. The Company does not think an engineering
report is necessary.

Nevertheless, if Staff would agree to increase the monthly minimum rates to cover
the cost for the engineering report, then the Company would not oppose the
recommendation. The Company does not know at this time how much such a report
would cost because it does not know what Staff wants included in the report.

Q. Discuss Staff’s testimony regarding the standpipe that the Company has
built. |

A. As stated previously, my partner, Gary Bulechek, was the point person on this
project. The Company was selling bulk water from a fire hydrant primarily to contractors|
and commercial users. Coconino County staff approached the Company and said it
would no longer allow the Company to operate in this manner and would need to build a
loading station. Put another way, the Company built the new load station to comply with
the County rules.

During this time, the Company was earning approximately $3,500 a year from

bulk water sales through the hydrant. The Company had no intention of making this an
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expensive building project. But by the time the Company hired an engineer, followed his
advice, and then had to make multiple improvements demanded by the County, we had
spent around $50,000 and the project was still not complete. Gary and I decided it made
economic sense to finish the project so that the costs expended could be recovered over
time. As far as revenues, the Company believes it will generate more revenue than the
$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s

guess.

Q. Please comment on Staff’s position relating to the new standpipe operations.

A.  First, Staff argues that the Company is “downplaying” the financial impact of the
standpipe operation. This is not true. However, the Company does not know how much
revenue the standpipe will generate. Further, without any support, Staff claims that all of
the revenue from the standpipe operation will flow directly to the owners. This is pure
speculation and not even contemplated. The revenues will be treated like all other
revenues and will be used to pay the expenses of running the Company.

Q. When should the Company need to file another rate case?

A. The Company has not changed its position.

Q.  In his testimony, Nielsen implied that the Company was endangering public
health by selling bulk water through a fire hydrant. Is this true?

A. No. The water being sold was drinking water, sold for construction purposes. I
understand this is a common practice throughout Arizona. However, Coconino County
requires a standpipe for such water sales.

Q. Nielsen further claims that the Company built the fill station without ACC
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permission, is that true?

A. Yes, because ACC permission was not necessary.

Q.  Please comment on Nielsen’s surrebuttal testimony relating to the ownership
of the fire hydrants, wells, and other plant and records relating to the time when the
utilities were operated by the property owners’ association.

A.  Nielsen is raising issues that have been established by the Company, reviewed and
litigated by Staff, and resolved by previous Commission decisions. To be clear, the
Company owns the fire hydrants, the wells, and all of the plant included in its rate base.
Admittedly, the Company did need to update the Arizona Department of Water
Resources’ well registry to show the Company owned the wells, which it has done. See
enclosures.

As for the property owners’ association records, those documents were turned over
to the property owners’ association approximately seven years ago. Apparently, Nielsen
is attempting to establish that the property owners’ association paid for the construction
of the utilities, which is not true. In the previous rate case, the rate base for the Company
was established and any contributions were identified at that time.

Q.  Please explain what the Company intends to do with Deep Well 4.

A.  Deep Well 4 was constructed to serve Flagstaff Meadows III. The Company
intentionally held Deep Well 4 out of rate base for the sake of its customers. The
Company intends to bring Deep Well 4 into service soon. This will help alleviate any
concerns about the Company’s ability to meet peak demands and redundancy.

Q. Please explain the Company’s office situation.
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A. When the Company was first established, the office was in my personal home.
The Company paid the electric bill in lieu of rent. This was not a desirable situation,
especially as the need for more space grew. While I still have an office in my home, we
moved most of the operations to its current office site at 20525 E. Chandler Height in
Queen Creek. This office was acquired as part of a development known as The Pecans.
Through my business holdings, I am the declarant who controls the office.

This office is situated at the entrance of The Pecans subdivisions, so there is
signage about lot sales, realtors, and other postings one would expect to see at a
community gate house. Nonetheless, the Company uses the building to conduct business.
I also use this address to receive my business mail, rather than having it come to my
home address. Moreover, as explained in responses to data requests, we do allow brokers
to use the conference room and meet potential buyers at the gate house office. The only
expense Utility Source has for the use of this office is that it continues to pay the utility
bill at my personal home, which is less than the Company would pay for renting office
space and paying its utilities.

Q. Please comment on Mary Ann Parry’s role with the Company.

A. She works full-time for the Company. Nielsen’s claim that performing the office
management for two regulated utilities can be done on a part-time basis is simply wrong.
Her salary is reasonable for the work she performs.

Q.  What is your opinion regarding Nielsen’s proposed adjustments relating to
Mrs. Parry’s salary, phone service, copiers, office supplies, power bills, and auto

expense?




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

A.

The Company’s expert Mr. Bourassa presents the Company’s position, but I

believe Neilsen’s adjustments are off-base. Nielsen is basing these adjustments on his

opinion and conjecture.

Q.
A.

Does this conclude your rejoinder testimony?

Yes.




Arizona Department of Water Resources .
22 ]2) P-O. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to
58/ (602) 771-8527 - www.azwater.gov Change Well Ownership

Authority for fee: AR.S. §45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WEm
the well and the new owner must furnish information as required by
ADWR to keep its well registration records current and accurate.

Location of Well - - - R R R T S T L i SRR PG D R e A
TOWNSHIP (N/S)| RANGE (EM} SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 NW SE SW 203 47 001H

SEL- TR

New Well Owner

Fiil. L NAMEL OF COMPPANY. CRGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS
20520 E. Chandler Heights Road
CIY /STATE/ZIP

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

M By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/23/2014
Reference DWR-2589
Amount $30.00
Date 10/23/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11)
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i &>\ Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. § 45-113 and A.A.C. R12-15-104

Keep this for your records

Pursuant o Arizona Revised Statutes (A.R.S.) 45-693(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of
the well and the new owner must furnish information as required by
ADWR to keep its well registration records current and accurate.

{FEE $30.00 per WELL

Location of Well - . o LA
TOWNSHIP (NIS}|  RANGE (EW) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP

22N 5E 36 Sw SwW SW 203 47

ARG
003A

New Well Owner L
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD
CITY/STATET2IP

QUEEN CREEK, AZ 85142-

[ CONTACT PERSON NAME AND TITLE

TELEPHONE NUMBER FAX
(480) 540-5656

WEI T ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.
PREPARED BY DATE

RACHEL BARRY 10/24/2014

Reference DWR-2590
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <httpY/www.azwater.gov>.

DWR 55-71A (Revised 8/11)
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Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. §45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of ,FEE $30.00 per WELL]
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well

TOWNSHIP (VS| RANGETER | SECToN S ACRE D ACRE T AR T o VAP e
22N SE 36 SW sSw SW 203 47 003A

New Well Owner

FULL NAME OF COMPANY, GRGANGATION, OF INDVIDUAL
UTILITY SOURCE, LLC

MAILING ADDRESS
20520 E. CHANDLER HEIGHTS ROAD
CITY7STATETZIP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX

(480) 540-5656

VVELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

L

EMAIL
Ionniemccleve@me.com

] 0 By checking this box, | hereby provide ADWR permission to enter the property for the purpose of

! taking water level measurements at this well.

EBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/24/2014
Reference DWR-2591
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. Itis the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.
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Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. § 45-113 and A A.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELlJ
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

R NSRS .
Location of Well - S . : :
TOWNSHIP (N'S)] RANGE (EM) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW SW SE

New Well Owner R
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD
CITY ISTATET ZIP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX
(480) 540-5656

WELL ADDRESS

WELLCITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

AN
LTSN

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHEL BARRY 10/24/2014

Reference DWR-2585
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a2 change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. 1t is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www azwater.gov>.

DWR 55-71A (Revised 8/11)
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Arizona Department of Water Resources

ey 8] P.O. Box 36020 Phoenix, Arizona 85067-6020
2”;,; 5/ (602) 771-8527 - www .azwater.gov
NS

Receipt For Request to
Change Well Ownership

Authority for fee: A.R.S. §45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of |FEE $30.00 per WELLI
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well : L e R T L T A T
TOWNSHIP (N/S) ] RANGE {EMW) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SwW SE SwW

New Well Owner S
FULL NAME OF COMPANY. ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC
MAILING ADODRESS

20520 E. CHANDLER HEIGHTS ROAD
CIVSTATETZIP

QUEEN CREEK, AZ 85142-
CONTACT PERSON NAME AND TTTLE

TELEPHONE NUMEER FAX

(480) 540-5656
WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.
PREPARED BY DATE
RACHEL BARRY 10/24/2014

.

Reference DWR-2596
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well alrcady in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11}




Arizona Department of Water Resources Receipt For Request to
P.0. Box 36020 Phoenix, Arizona 85067-6020 P quest I
(602) 771-8527 - www.azwater.gov Change Well Ownership

Authority for fee: A.R.S. § 45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of IFEE $30.00 per WELIJ
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well - R - - o o o
TOWNSHIP (N/S)| RANGE (EMY) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL
22N 5E 36 Sw SW SE

New Well Owner L
FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL

UTILITY SOURCE, LLC
WAILING ADDRESS

20520 E CHANDLER HEIGHTS ROAD
CIVSTATETZP

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TFLEPHONE NUMPFR FAX
{480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CR(OSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

w:',’.{z-: e

| HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED Y DATE

RACHEL BARRY 10/24/2014
Reference DWR-2594
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A (Revised 8/11)
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TN ’&} .
53\ Arizona Department of Water Resources .
- % P.O. Box 36020 Phoenix, Arizona 85067-6020 Receipt For Request to

(602) 771-8527 - www.azwater.gov Change Well Ownership

Authority for fee: A.R.S. § 45-113 and AA.C. R12-15-104 Keep this for your records

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water
Resources of Water Resources (ADWR) of a change in ownership of iFEE $30.00 per WELT.]
the well and the new owner must furnish information as required by

ADWR to keep its well registration records current and accurate.

Location of Well - ! B R R T e T e e s .
TOWNSHIP (N/S) | RANGE (EM) SECTION 160 ACRE 40 ACRE 10 ACRE BOOK MAP PARCEL

22N 5E 36 SW SW SE

New Well Owner e

FULL NAWE OF COMPANY ORGANEATION, OR NOWIDUAL
UTILITY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD
CIAY/STATE /2P

QUEEN CREEK, AZ 85142-

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMEER FAX

(480) 540-5656

WELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of
taking water level measurements at this well.

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPARED BY DATE

RACHELBARRY 10/24/2014
Reference DWR-2593
Amount $30.00
Date 10/24/2014

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
wellis located. 1t is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained
al the Arizona Department of Water Resources office or online at <http//iwww.azwater.pov>.

DWR 55-71A (Revised 8/11)
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Arizona Department of Water Resources
P.O. Box 36020 Phoenix, Arizona 85067-6020
(602) 771-8527 - www.azwater.gov

Receipt For Request to
Change Well Ownership

Authority for fee: A R.S. §45-113 and AA.C. R12-15-104

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person
to whom a well is registered must notify Arizona Department of Water

Keep this for your records

Resources of Water Resources (ADWR) of a change in ownership of |FEE $30.00 per WELLI
the well and the new owner must furnish information as required by
ADWR to keep its well registration records current and accurate.
Location of Well ; : - - : C
TOWNSHIP (N/S)]  RANGE (EAV) SECTION 160 ACRE 40 ACRE T0ACRE | BOOK MAP PARCEL
22N 5E 36 Sw SW SW 203 47 003A

New Well Owner

FULL NAME OF COMPANY, ORGANIZATION, OR INDIVIDUAL
UTILTIY SOURCE, LLC

MAILING ADDRESS

20520 E. CHANDLER HEIGHTS ROAD

CITY/STATE/2ZIP

QUEEN CREEK, AZ 85142~

CONTACT PERSON NAME AND TITLE

TELEPHONE NUMB:R

(480) 540-5656

FAX

VVELL ADDRESS

WELL CITY

MAJOR CROSS ROADS

EMAIL
lonniemccleve@me.com

O e L

taking water level measurements at this well.

By checking this box, | hereby provide ADWR permission to enter the property for the purpose of

T T A N
A . H

HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief.

PREPAREC BY

RACHEL BARRY

DATE
10/24/2014

_ Reference DWR-2592

$30.00
10/24/2014

Amount
Date

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on
a well already in existence. This may include more accurate information on the location of the well, more accurate
information on the well construction details for the well, a change in the place of use or purpose of use of the water
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the
well is located. It is the responsibility of the well owner to submit this information to ADWR. ‘Forms may be obtained
at the Arizona Department of Water Resources office or online at <http//www.azwater.gov>.

DWR 55-71A {Revised 8/11)
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Chapter 3

The Buildup Method

Estimating the equity cost of capital is a difficult task to
which much of medem financial theory is devoted. The
equity cost of capital is equal to the expected rate of return
for a firm's equity; this return includes all dividends plus
any capital gains or losses. A properly specified cost of
equity must include, if appropriate, provisions for flotation
costs and certain market inefficiencies that might not be
captured by standard methods for estimating equity rates
of return,

There are several widely used and effective methods to
estimate the equity cost of capltal The most_common
of thesgare: 1) the buildup method, 2} the can Ial asset
pricing model (CAPM), 3) the discounted cash flow (DCF)
method, 4) arbitrage pricing theory (APT}, and 5) the Fama-
FrWI. This chapter will focus on the
buildup method, while Chapter 4 will cover all other cost
of equity models.

The Buildup Method for Cost of Equity Capital

The buildup method is an additive mode! in which the
return on an asset is estimated as the sum of a risk-free
rate and one or more risk premia. Each premium represents
the reward an investor receives for taking on a specific risk.
The building blocks are summed arithmetically to form an
estimate of the cost of capital.

Risk-Free Rate
Equity Risk Premium
Firm Size Premium
?

i+ + +

Cost of Equity

Risk-Free Rate

Since any risky investment should return at least as much
as the riskless asset, the risk-free rate is the starting point
of the buildup method. The buildup method, the capital
asset pricing model, and the Fama-French three factor
model all implicitly assume the presence of a single risk-
less asset, that is, an asset perceived by all investors as
having no risk. Selecting the appropriate risk-free rate is
discussed in detail in the CAPM section of Chapter 4.

Risk Premia

There are several risk premia that can be used with the
buildup method. Some are widely accepted, while others
are more controversial. The equity risk premium is the
most common; like the risk-free rate, it is a component of
the capital asset pricing modet and the Fama-French three
factor model. The same equity risk premium can be used
in each of these models. For additional information on
the equity risk premium, see Chapter 5, which is devoted
exclusively to this subject.

Small Stock Premium or Size Premium

A small stock premium or size premium may also be added
in the buildup method to account for the additional risk
inherent in small company stocks (for additional informa-
tion regarding size premia, see Chapter 7, which is devoted
to this subject). It is important to note, however, that size
premia presented elsewhere in this publication have been
adjusted for beta. In other words, the portion of the excess
return on small stocks that can be explained by their higher
hetas is not included in the size premia. Some assert that
a small stock premium that has not been adjusted for
beta would be more appropriate for use in the buildup
method. This non-beta-adjusted small stock premium can
be calculated by subtracting the arithmetic mean of the
large company stock return from the arithmetic mean of the
small company stock return. Table 3-1 shows the various
size premia on both a beta-adjusted and a non-beta-adjust-
ed basis. Table 3-2 shows how the non-beta-adjusted small
stock premia are calculated using the arithmetic mean
returns from Table 2-1. Calculation of the beta-adjusted
size premia is explained in detail in Chapter 7.

Table 3-1: Size Premia on a Beta-Adjusted versus
Non-Beta-Adjusted Basis

Beta- Non-Beta-
Adjusted Adjusted
Size Small Stock
Premia Premia

(%) (%}

Sl Company Stocks R F

Data from 1926~2012.
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Tahle 3-2: Derivation of Non-Beta Adjusted Small Stock Premia

Small Company Large Company  Non-Beta-
Stock Arith- Stock Arith- Adjusted
metic Mean metic Mean Small Stock
Return (%) Return (%) Premia (%)
Vicep T R IR
lowCap T Lo
Micoap S

S CompanyI‘Svt’db'kvswmm R T

1926-2012.

The problem with using a non-beta-adjusted small stock
premium is that in doing so one assumes that the com-
pany being valued has the same systematic risk (or beta)
as the portfolio of small stocks used in the calculation of
the size premium. This ignores much of the information
that we have regarding market returns. Primarily, different
industries tend to have different levels of systematic risk.
For example, companies within health services industries
tend to have less systematic risk than the market as a
whole. Since the beta-adjusted size premium isolates the
excess return due to size, it can be applied to a company
without making any assumptions regarding the company’s
systematic risk.

Suppose we wish to calculate the cost of equity for a small
electric utility company falling within the micro-cap size
group by using the buildup method. Based on our industry
knowledge, we know that the electric utility industry tends
to exhibit less risk than the market as a whole. We can
calculate the cost of equity with either a beta-adjusted size
premium or a non-beta-adjusted size premium as follows:

kg =r; +ERP+SPg = 24%+6.7%+3.8% = 12.9% or
kg =rf +ERP-+SSPy =2.4% +6.7%+6.2% = 153%

where:
kg = the cost of equity for company s;
ri = the expected return of the riskless asset;

ERP = the expected equity risk premium, or the amount by
which investors expect the future return on equities
to exceed that on the riskless asset;

SPs = the expected beta-adjusted size premium for
company $ based on the firm's equity market
capitalization; and

SSPy = the expected non-beta-adjusted small stock
premium for company $ based on the firm’s
equity market capitalization.

The first calculation assumes that the company is neither
more nor less risky than the market as a whole. The second
calculation, however, assumes that the risk of the company
is the same as the micro-cap portfolio as a whole. This
poses a problem. The micro-cap portfolio is riskier than the
market, but the electric utility industry is less risky than the
market as a whole. Therefore, in this example, using the
non-beta-adjusted size premium may overstate the cost of
equity. Since the beta-adjusted size premium assumes that
beta is equal to one, the buildup method may stilt overstate
the cost of equity. We know that the electric utility industry
exhibits less risk than the market and should therefore
exhibit a lower return. Further adjustments for industry risk
are necessary.

Industry Premia

One common element appraisers often add to the buildup
method is an industry risk premium. Traditionally, the
appraiser looks at aspects and characteristics of the indus-
try in which the subject company participates to determing
the magnitude of the industry risk premium. A major
problem with this process in the past has been the qualita-
tive nature of the analysis. The magnitude of the industry
premium was often left to the professional opinion of the
appraiser instead of @ more quantitative methodology.

Ibbotson developed an industry premium methodology that
appraisers can now reference and cite in their appraisal
reports. This methodology relies on the full information beta
estimation process outlined in Chapter 6, Beta Estimation
Methodologies. The full information beta estimation
pracess includes the propartionate risk of all companies
that participate in a given industry.

To make it through the screening process, a company must
have at least 36 months of return data available, have sales
greater than $1,000,000 in the most recent year, and have a
market capitalization of at least $10,000 in the most recent
month. At the industry level, only those industries that
have at least 5 participants and have an aggregate beta
between 0 and 3 are considered. Our industry risk premium
estimation methodology uses the following equation:

Chapter 3: The Buildup Method




IRP; = (RI; XERP) —ERP

where:

IRP; = the expected industry risk premium for industry &, or the
amount by which investors expect the future return of the
industry to exceed that of the market as a whole;

RI; = the risk index for industry i; and

ERP = the expected equity risk premium.

The equity risk premium figure used in this estimation
process is the long-horizon expected equity risk premium
outlined in Appendix C. For an industry with a risk index of
1, the expected industry risk premium will be 0, for those
with a risk index less than one, the expected industry risk
premium is negative, and for those with a risk index greater
than 1, the expected industry risk premium is positive.

For example, if an investor were looking at a company that
has the same risk as the market, (remembering that we
use the S&P 500 as the market benchmark], the risk index,
by definition, would be equal to 1, and the industry risk
premium would be calculated as follows:

IRP ={RI, < ERP) —ERP
RP ={1x6.7)—67=0

An IRP of 0 implies that the industry has the same risk as
the market.

If an investor were studying an industry that has more risk
than the market, the risk index would be greater than 1,
e.g. 1.4. The industry risk premium would be calculated in
the same fashion:

RP={1.4x6.7}—6.7 =27

An IRP greater than 0 implies that the industry is riskier
than the market.

And finally, if an investor were examining an industry that
has less risk than the market, the risk index would be less
than 1, e.g. 0.7, and calculation of the industry risk premium
would be as follows:

IRP=(07x6.7)-67=-20

An IRP less than 0 implies that the industry is less risky
than the market.

The industry risk premium estimates can be found in Table
3-5 at the end of this chapter and should be added to the
risk-free rate, equity risk premium, and size premium as
follows to determine a cost of equity estimate:

kg =1 +ERP+SP, +IRP;

where all of the variables are as given above and IRP
is the appropriate expected industry risk premium for com-
pany s. Table 3-5 also presents the number of companies
included in each estimate. For a complete list of companies
used to calculate each industry risk premia estimate, visit
http://corporate.momingstar.com/iRP and download the
Industry Premia Company List Report.

Common Misconceptions and Questions

A concern of some analysts is that the introduction of an
industry risk premium in addition to a size premium in the
buildup method is a form of double counting. It is not. Size
premia measure excess return over what would be predict-
ed by CAPM. In other words, size premia measure that part
of retun not reflected by beta. An industry risk premium,
on the other hand, measures how risky the industry is in
relation to the market as a whole, regardless of size.

For example, consider two companies, one a large chain
of 10,000 gas stations, the other family-owned, single-
location gas station. If there were a major disruption in oil
refining capability, both of these businesses would have
exposure to this industry risk even after taking into consid-
eration adjustments for their respective size. In the case
of our two gas station businesses, one large, one small,
the size premia and the industry premia are measuring
completely different kinds of risk.

As of December 2012, we published a total of 456 industry
risk premia. Of these, 288 were positive and 168 were
negative, with a median value of 1.35 percent and an aver-
age value of 1.43 percent.
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where:

IRP; = the expected industry risk premium for industry i, or the
amount by which investors expect the future return of the
industry to exceed that of the market as a whole;

Rlj = the risk index for industry i; and

ERP = the expected equity risk premium.

The equity risk premium figure used in this estimation
process is the long-horizon expected equity risk premium
outlined in Appendix C. For an industry with a risk index of
1, the expected industry risk premium will be 0, for those
with a risk index less than one, the expected industry risk
premium is negative, and for thase with a risk index greater
than 1, the expected industry risk premium is positive.

For example, if an investor were looking at a company that
has the same risk as the market, {remembering that we
use the S&P 500 as the market banchmark), the risk index,
by definition, would be equal to 1, and the industry risk
premium would be calculated as follows:

IRP ={RI; XERP)—ERP
IAP ={1x67)—6.7=0

An IRP of 0 implies that the industry has the same risk as
the market.

If an investor were studying an industry that has more risk
than the market, the risk index would be greater than 1,
e.g. 1.4. The industry risk premium would be calculated in
the same fashion:

IRP=(1.4X67}-67=2.7

An IRP greater than O implies that the industry is riskier
than the market.

And finally, if an investor were examining an industry that
has less risk than the market, the risk index would be less
than 1, e.g. 0.7, and calculation of the industry risk premium
would be as follows:

IRP=({07x6.7)-6.7=-2.0

An IRP less than 0 implies that the industry is less risky

.than the market.

The industry risk premium estimates can be found in Table
3-5 at the end of this chapter and should be added to the
risk-free rate, equity risk premium, and size premium as
follows 1o determine a cost of equity estimate:

kg = +ERP+SPg +IRP,

where all of the variables are as given above and IRP,
is the appropriate expected industry risk premium for com-
pany s. Tahle 3-5 alsa presents the number of companies
included in each estimate. For a complete list of companies
used to calculate each industry risk premia estimate, visit
hitp://corporate.morningstar.com/IRP and download the
Industry Premia Company List Report.

Common Misconceptions and Questions

A concern of some analysts is that the introduction of an
industry risk premium in addition to a size premium in the
buildup method is a form of double counting. It is not. Size
premia measure excess return over what would be predict-
ed by CAPM. In other words, size premia measure that part
of return not reflected by beta. An industry risk premium,
on the other hand, measures how risky the industry is in
relation to the market as a whole, regardless of size.

For example, consider two companies, one a large chain
of 10,000 gas stations, the other family-owned, single-
location gas station. If there were a major disruption in oil
refining capability, both of these businesses would have
exposure 1o this industry risk even after taking into consid-
eration adjustments for their respective size. In the case
of our two gas station businesses, one large, one small,
the size premia and the industry premia are measuring
completely different kinds of risk.

As of December 2012, we published a total of 456 industry
risk premia. Of these, 288 were positive and 168 were
negative, with a median value of 1.35 percent and an aver-
age value of 1.43 percent.

2013 lbbotson® SBBI® Valuation Yearbook

Morningstar 29




The distribution of these premia is shown in Graph 3-1:

Graph 3-1: Industry Risk Premia Distribution

80 Number of Companies

60

40

7 6-5-43-2-1012345¢6 781910112
Range of IRP Values (%)

Data as of December 2012.

Starting with the 2005 Valuation Edition Yearbook, the indus-
try risk premia table was expanded to include four-digit SIC
codes. The four-digit SIC codes that had the same number of
companies as their corresponding three-digit SIC codes were
removed. Similarly, three-digit SIC codes that had the same
number of companies as the corresponding two-digit SIC
codes were removed from this edition. For example, if SIC
code 4911 and 491 had the same number of companies, then
the companies included in SIC 4911 were also included in
491. Displaying the industry risk premium for SIC 4911 would
not reveal any information not already revealed in SIC 491,
and therefore SIC 4911 should not be included in the result.

Please note that the size premium to use should be the
beta-adjusted size premium found in Appendix C or Table
7-5, and not the small stock premium, which is the simple
difference in returns of large and small company stocks.
The small stock premium is meant for use by security ana-
lysts in constructing an expected return for a small stock
benchmark when forecasting {an input to mean variance
optimization). The size premium, on the other hand, is
intended for use in the construction of a forward-looking
cost of equity estimate appropriate to discounting future
cash flows. Using the small stock premium in conjunction
with the industry risk premium will most likely overesti-
mate the cost of equity. The simple difference between
large and small company returns makes the assumption

that the systematic risk of the company is the same as
the risk of the small company portfolio. The industry risk
premiumn presented here is therefore a better measure of
the appropriate systematic risk to apply.

Other Building Blocks

Other building blocks that have been used with this
approach are minority discounts, control premia, and
a key person discount. Use of these discounts and pre-
mia is more controversial, primarily because it is difficult
to quantify their size; generally, the magnitude of the pre-
mia or discount is set. In addition, these premia do not
necessarily represent rewards an investor receives for tak-
ing on a specific risk. For instance, does having a majority
owner increase or decrease the risk of the business? Most
would agree that the risk of a business does not change
with ownership.

In some cases, however, a controlling owner may have
influence on decisions that affect the risk of a business.
Quantifying the effect of this controlling party in terms of
a premium is not easily accomplished. Unlike other risk
premia, a control premium is not readily measurable. An
additional complication is that it is possible for some of
these additional factors to already be present as part of
the size premia.

In attempting to account for centrolling interests or key
people, it may be preferable to include these items when
projecting cash flows, rather than making arbitrary adjust-
ments to the discount rate. A probability weight can be
assigned to the expected future cash flows based on the
influence of these factors under various scenarios. From
this probability distribution, the expected cash flow can be
determined. By discounting these expected cash flows at
a pure discount rate, one can achieve a cleaner analysis.

Estimating the Cost of Equity Using the Data Presented
in this Book: Buildup Method

Due to the vast amount of data presented in this publication,
the need for a reference that makes it easy to find all of the
relevant data to estimate the cost of equity arose. Through
the following examples, you will see how to use this book to
estimate the cost of equity with the current data set as well
as for any prior year using the buildup method. For simifar
examples using the CAPM method, refer to Chapter 4. Table
numbers and alternatives are also provided to make your
search easy.
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Example Using Current Data

Develop a cost of equity estimate for a company oper-
ating in SIC Code 36, the Electronic and Other Electrical
Equipment industry, with a market capitalization of
$275 million.

Tahie 3-3: Buildup Method Cost of Equity Example Estimate
Current Data

Current Table
Components Estimates Reference
Riskless Rate 2.41 Appendix C

Size Premium Appendix C

Cost of Equity Estimate

Year-end 2012,

Table 3-3 illustrates the estimation of the cost of equity
using current data and the buildup method. From Appendix
C, select the yield on the riskless asset. This is the current
yield on a government security or the market's current fore-
cast of the riskless rate for the term on the security. Since
we are looking to estimate the cost of equity for the entire
firm, and the firm is a going concern; we should choose the
long-term U.S. Treasury coupon bond yield of 2.41 percent.
This yield can also be found in Table 4-1.

Again, from Appendix C, the long horizon equity risk premi-
um of 6.70 percent should be used.

The industry premium of 1.84 percent can be found in Table
3-5 for SIC Code 36, the Electronic and Cther Electrical
Equipment industry.

The company falls within the micro-cap category based on
the figures in Appendix C or Table 7-2, so the appropriate
size premia is 3.81 percent. Alteratively, one could use the
decile analysis found in Appendix C and Chapter 7, Table
7-5, to determine the appropriate size premium. in addition
to size premia estimates for mid—, low—, and micro-cap
companies, Appendix C and Table 7-5 contain estimates
by decile. Due to the magnitude of difference between
deciles, especially in the smallest deciles, it may be appro-
priate to use the size premium for the corresponding decile.
In this example, the company we are analyzing falls within
decile 9 based on the figures found in Appendix C and Table
7-2. Therefore, an alterative size premium would be 2.70
percent, the size premium for decile 9.

Example Estimating the Cost of Equity for a Prior Year
Develop a cost of equity estimate for the same com-
pany as of 1996. The company operates in SIC Code
36, the Electronic and Other Electrical Equipment industry,
with a market capitalization of $186 million as of December
30, 1996.

Table 3-4: Buildup Method Cost of Equity Example Estimate
Prior Year Data

1996 Table
Estimates Reference

Appendix B-9

Companents
Riskless Rate

+  Size Premium + 34 Appendix A-6

Cost of Equity Estimate 176

Year-end 1996.

Table 3-4 illustrates the estimation of the cost of equity
using data from 1996 and the buildup method. From
Appendix B, Table B-9, select the yield on the riskless
asset, the long-term U.S. Treasury coupon bond yield, for
year-end 1996 of 6.7 percent.

From Appendix A, Table A-1, select the long horizon equity
risk premium with starting date 1926 and ending date
1998, 7.5 percent. To find a value from Appendix A, select
a beginning date across the top of the page. These tables
span six pages each, so you will have to find the appropri-
ate page. Once you find the beginning date, scroll down
the first column to find the appropriate ending date. The
number contained at the intersection of the beginning date
1926 and the ending date 1996, is the average value over
that period.

Since Ibbotson did not calculate industry premia in 1996,
this estimate is not available. In 1996, the company fell
within the micro-cap category based on the figures in Table
7-3. From Appendix A, Table A-8, select the micro-cap size
premium with starting date 1926 and ending date 1996, 3.4
percent. Please note that the omission of the industry pre-
mium results in an estimate that is lower than that of the
CAPM model. An adjustment, either positive or negative,
to account for industry risk may be applied. However, as
stated above, Ibbotson did not provide a statistically based
estimate for industry risk premia in years prior to 2000.
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